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Mortgages and Charges by Companies 


We have had some correspondence this month on the subject of 
the remarks on projected company legislation in Victoria which 
were contained in the lecture by Sir Arthur Robinson and Mr. 
J. B. Harper, which was published in our June issue. For those 
remarks, Sir Arthur specifically asked that he alone should be 
regarded as taking the responsibility. 

It will be remembered that Sir Arthur questioned the wisdom of 
certain proposed amendments to the Victorian Companies Act 
designed by their sponsors to safeguard the interests of prospective 
and existing creditors of companies. The proposals referred to 
were those for reviving the system of caveats and compulsory pub- 
lic notice of intention to register mortgages and charges, for 
making it mandatory for trustees for debenture-holders to be 
appointed, for annual meetings of debenture-holders to be held, at 
which such information as the trustees might reasonably require 
should be supplied by the directors, and for other information pre- 
pared by the company’s auditors to be furnished to the trustees. 

Sir Arthur’s objections to these proposals were that they would 
add to the cost of borrowing, would involve the danger that they 
might be misunderstood overseas, and so frighten away overseas 
capital, and would set a standard of business morality, which, 
though intended to be a bare legal minimum, might come to be 
regarded as the absolute maximum. 

Our correspondents are disposed to question the validity of these 
objections in the face of what they regard as sufficient evidence of 
the abuse of mortgage debentures in the past to warrant more 
stringent regulation in the future. 

On questions such as these, it is inevitable that there should be 
differences of opinion. Many accountants and business men will 
doubtless share the views of our correspondents. The Joint Com- 
mittee of accountancy and secretarial bodies which reported to the 
Government on desirable amendments to the Act took that view. 
At the same time, we do not think that any member of that Com- 
Mittee desires that there should not be free and full discussion of 
the proposals. Sir Arthur Robinson is a recognised authority on 
company affairs, and his lecture was a notable contribution to general 
knowledge of a highly technical and difficult legal problem. It 
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would be churlish to fail to recognise that his lecture to the Federal 
Institute of Accountants’ Students’ Society was a kindly gesture, 
which was thoroughly appreciated by the members of that Society. 
We were very glad to avail ourselves of his permission to publish 
the lecture, and we have no doubt that our readers generally wel- 
comed his clear exposition of the subject. It is, of course, open 
to anyone to present the other side of the case for the proposed 
amendments to the Act, and, in the interests of free discussion, we 
hope someone competent to do so will take up the cudgels for the 
defence. 

On one point, however, we do find ourselves in sympathy with 
our correspondents. When Sir Arthur said that “possibly their 
insertion (i.e., the proposed amendments to the Act) may be jus- 
tified as an earnest attempt to increase the opportunities of remu- 
nerative employment for accountants, auditors, and members of 
the legal profession,” we cannot think that he conceived that his 
remark might have been taken as a reflection on the disinterested- 
ness of the Joint Committee. That inference has apparently been 
drawn by some of those who have written to us on the subject. 
We feel sure Sir Arthur will agree that, to take that view, would 
be to do much less than justice to a group of men who worked very 
hard over a long term of years to prepare a report which has drawn 
forth expressions of appreciation from the Victorian Govern- 
ment, and which bears evident signs of a sincere desire to promote 
the public weal regardless of its direct effect upon the interests of 
the accountancy profession. 





Our London Correspondent 


We are glad to announce that we have arranged with Mr. T. P. 
D. Beighton, lately of Sydney, but now resident in England, to 
contribute from time to time articles on current development in 
Great Britain which may be of interest to accountants in Australia. 
Mr. Beighton’s first article appears in this issue, and deals with 
the interesting proposals of the British Government for raising by 
taxation a National Defence Contribution. 





Articles in Overseas Accountancy Journals 


Suggestions have been made to us, from time to time, that we 
should include in each issue a digest of the more important articles 
appearing in overseas accountancy journals. We have been 
attracted to the proposal by the strong belief that accountancy is 
not a static science, and that it is desirable that Australian account- 
ants should be kept closely in touch with overseas developments. 
We have not, however, adopted the suggestion for the reasons that, 
in the first place, the pressure on our space of original contribu- 
tions from Australian sources has been great, and we have, in fact, 
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experienced difficulty in finding room for the material available ; 
and, secondly, that most of our readers have easy access to the 
overseas journals, and may thus keep abreast of the current of 
overseas literature at first hand. 

We should be interested, however, to know whether there is any 
general desire for the inclusion in each issue of a short summary 
of the more important articles in the leading overseas journals, and 
if there should be such a general demand, we shall be glad to supply 
the want. 

Amongst the more interesting of the articles which have recently 
come under our notice, we mention the following : 

The Accountant of February 27, 1937, contains a report of the 
case In re S. P. Catterson & Sons Ltd., and a leading article thereon. 
This was an action against an auditor by the liquidator of a com- 
pany, in which it was said, in the course of the judgment, that “the 
primary responsibility for the accounts of a company is with those 
who are in control of the company, that is to say, the directors,” 
and that it is not the business of the auditor “to tell the directors 
how to carry on and conduct their accounting system; they make 
their recommendations, and, if they are not acceded to, the respon- 
sibility is not the auditors’ responsibility, but it is the responsi- 
bility of the directors.” 

The Accountant of April 3, 1937, reports a lecture by Mr. F. R. 
M. de Paula, Controller of Finance of the Dunlop Rubber Com- 
pany, on the question of “The Valuation of Stock in Trade.” Mr. 


| de Paula departed so far from orthodox principles of valuation that 
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he was led to warn his hearers that “No doubt some of you may 
come to the conclusion that on the sun-swept Pacific I became 
afflicted by midsummer madness.” The general tenor of his 
thesis was that the whole of the assets of a business should be 


| valued, for balance-sheet purposes, on the “going concern’”’ basis, 
| and that, accordingly, stocks should be valued at the net realisable 


value in the form of finished products. 

For the students, an article in the Canadian Chartered Accountant 
for May, 1937, will be found stimulating, and in the same issue of 
that journal an article on “Depreciation Provisions as a Factor in 
Perpetuating Obsolete Investments” will be provocative to those 
of us who regard provision for depreciation as sacrosanct. 

“Accounting Terminology”—a subject which evoked a brief 
spasm of interest at the time of the Australasian Congress on 
Accounting—treceives some interesting notice from a fresh angle 
in an article and series of definitions of terms used in costing in 
the March, 1937, issue of The Cost Accountant, and from the 
April, 1937, issue of that journal company law “reformers” in Aus- 
tralia should derive much satisfaction, since it contains a vigorous 
plea by Mr. Hargreaves Parkinson for more disclosure in pub- 
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Book Reviews q 


Accounting Fundamentals. E. Pyke. The Commonwealth 
Accountants’ Students’ Society (Victorian Division), Mel- | 
bourne, June, 1937. Pp. 242. Price, 7/6. = 


In 1924 the Victorian Division of the Commonwealth Account- 7 
ants’ Students’ Society published a lecture by Mr. Pyke, under the § . 
title Just Before the Examinations. The publication was markedly § but 
successful, and has been out of print for some years. In view of this 
the low percentage of passes in the examinations of the leading oe 
accountancy institutes in recent years, and the indication thus trae 
afforded that many students lack a sound knowledge of fundamental rig! 
principles, the Society has thought the time opportune for a re- “4 
publication of the material contained in the former booklet. The ot 
text has, however, been greatly expanded, and the scope of the 7 
work extended to cover the fundamental principles involved in text 
practically the whole range of examination problems in bookkeep- we 
ing and advanced accounting. In a foreword to this volume, Mr. criti 
M. V. Anderson acknowledges the Society’s debt to Mr. Pyke for met 
preparing the matter contained in the work, and placing it at the 9 ine) 
disposal of the Committee. E. prof 

Mr. Pyke’s experience as an accountancy coach—extending over 9 «,,, 
forty years—has given him an intimate understanding of the diffi- Ir 





culties of students, and the book should prove of inestimable value 7) subj 
to those who are preparing for the examinations of the Institutes. 
As announced in the Students’ Section of our Supplement, the 
book is available to members of the students’ societies at concession FF pany 
rates. Ito a 





el 
= 
wa 


A Concise Manual of Statistics. Clement Burton. Gee & Co. 
(publishers) Ltd., London, 1937. Pp. ix + 164. Post free 99°" “ 


abroad, 8/1. J oe 
The rapidly developing interest in the study of statistical methods ran 


is clearly indicated by the number of books on the subject which 
have appeared in recent years. A welcome feature of some of § 
these books has been their conciseness and their low prices. Mr. 
Burton’s book is particularly noteworthy in these respects. 
Despite its relatively small size, it covers a wide range, and is § 
sufficiently comprehensive to be suited to the needs of those study- 
ing for the examinations of the various accountancy bodies in | 
Great Britain which include statistics in their examination curricula. § 
Australian institutes have not so far specifically included statis- 
tics as a subject for examination, but there is in this country a 
growing tendency to use statistical methods in the analysis of § 
accounting and other business data, and there is a definite need j 
for a concise yet lucid treatment of the subject. This book fulfils § 
both requirements, and is, withal, essentially practical. It should § 
be popular in Australia. 
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Goodwill as a Business Asset. H. E. Seed, a.c.a., A.s.A.A. Gee 
& Co. (publishers) Ltd., London, 1937. Pp. xxix + 472. 
Post free abroad, 14/-. 

Probably no topic has been productive of more controversy in 
accountancy circles than that of goodwill and the various problems 
associated therewith, and probably no subject has been the cause 
of greater difficulties in practice. 

Many books have been written on various aspects of the subject, 
but we have not seen hitherto anything like a complete discussion of 
this many-sided problem. Mr. Seed has set himself to consider the 
nature and sources of goodwill, the law relating to goodwill and 
trade names, the law of trade-marks, patents and designs and copy- 
rights, the valuation of goodwill, and the treatment of goodwill as 
an asset in company and partnership accounts. He has thus pro- 
duced what is, in a very real sense, a text-book on the subject. 

To accountants the chapters—covering more than a third of the 
text—on the valuation of goodwill and its treatment in accounts 
are of particular interest. The methods of valuation described and 
critically examined include the “earning capacity” method, the 
method of a number of years’ purchase of past net profits, the 
method of a number of years’ purchase of estimated future super- 
profits, the sliding-scale method of valuing super-profits and the 
“annuity” method. 

In a foreword, Sir Albert W. Wyon says: “In discussing the 
subject, which is not without its complexity, there must neces- 
sarily be room for differences of opinion, but I am sure that readers 
will find that the book not only provides much information which 
cannot fail to be of use to them, and I may perhaps say particularly 
to accountants, but also enunciates principles which are at least 


= worthy of their careful consideration.” 


Mr. Seed has taken considerable pains to do justice to the views 
on controversial questions of diverse schools of thought, and whilst 
he has not avoided the responsibility of expressing his own views— 
which are, on the whole, more favourable towards high goodwill 
valuation than those, for example, of Mr. P. D. Leake—those views 
are supported by a closely reasoned analysis of the pros and cons. 
Even if the reader find himself unable to accept the author’s view, 


§ therefore, the book will at least have served the useful purpose of 
§ inducing him to seek the rationale of his own opinions. 


To use a phrase which has been overworked, but which, in this 


h instance, is literally true, this book should find a place on every 


accountant’s bookshelf. 


A. A. FITZGERALD. 
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N.S.W. Legal Practitioners (Amendment) Act 
1935 


A Sydney correspondent, referring to the note on the above Act 
which appeared on page 226 of the May, 1937, issue of the journal, 
asks for further information regarding the bearing of the Act on 
the right of public accountants to charge for preparing documents 
relating to companies. 

The view of the Incorporated Law Institute of New South Wales 
is that the Act “prohibits the tendering of any legal advice or the 
preparation of any document or instrument creating or regulating 
rights between parties by an unqualified person where such work 
forms part of some service for which remuneration is received. 
An unqualified person is defined, in Section 40, in effect, as a 
person whose name is not on the roll of solicitors and who has not 
in force a practising certificate. The field so defined and allocated 
to the lawyer thus includes the preparation or registration of any 
resolution designed to effect any change in the constitution of a 
company, such as would be necessitated in the change-over of a 
company from a public to a proprietary one, or the preparation of 
any such documents as Memoranda and Articles of Association in 
the process of formation of a company.” 

The test of an infringement of the provisions of Section 40 is 
the drawing, filling-up or preparation of any instrument for reward. 





The Late Thomas Brentnall 


We regret to report the death on July 10 of Mr. Thomas 
Brentnall in his 91st year. Mr. Brentnall was one of the 
founders in 1886 of the Incorporated Institute of Account- 
ants, Victoria, which later became the Commonwealth 
Institute of Accountants, and he was the first President 
of the Commonwealth Accountants’ Students’ Society, 
the Australasian Corporation of Public Accountants and 
The Institute of Chartered Accountants in Australia. 


Throughout his long life and to within a few years of 
his death, Mr. Brentnall retained an active interest in the 
leadership of the accountancy profession in Australia. 
His services to the profession will be long remembered 
and his passing will be mourned throughout Australia by 
hundreds of accountants who had learned to admire and 
respect his ability, his lovable character and his devotion 
to the numerous public movements which he served. 
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Company Law and Secretarial Practice Section 
Edited by J. S. McINNEs, F.1.c.a. 


FORM OF THE STATUTORY REPORT 


24. In the May issue of this Journal we discussed S. 93 of the 
New South Wales Act of 1936 which deals with the statutory 
meeting and the statutory report, and in pursuance of our promise 
we discuss hereunder the form of the statutory report. 

25. By S. 380 of the New South Wales Act “the Governor may 
make regulations not inconsistent with this Act prescribing all 
matters, forms and things which by this Act are required or per- 
mitted to be prescribed under the provisions of any of the enact- 
ments of this Act enumerated in Part 1 of Schedule 13 to this 
Act, or which are necessary or convenient to be prescribed for 
carrying out or giving effect to this Act or for the conduct of 
any business relating to the administration thereof.” 

26. Schedule 13 does not refer to S. 93, and the matter there- 
fore comes within the general words “matters, forms and things 
which are necessary or convenient to be prescribed for carrying 
out or giving effect to the Act.” 

27. The Companies Regulations 1936 issued under the New 
South Wales Act, by clause 19, provides that “The forms set out 
in Schedule 2 of these Regulations or forms to the like effect shall 
be used for the purposes for which they are respectively appropri- 
ate and the particulars contained therein are hereby prescribed as 
the particulars required under the Act,” and Form 27 prescribes 
the Copy of Statutory Report required to be filed with the Regis- 
trar-General by S. 93. 

28. Form 27 is as follows: 

Companies Act, 1936 (Section 93) 
Copy of Statutory Report 
29. The statutory meeting of...............2.- is to be held 
CR Tiiseevecssace ae 19... 
30. (1) The total number of shares allotted is.............. 
The number of shares allotted as fully paid up in cash 


The number of shares allotted as subject to the payment 
of the full nominal amount in cash and which 
OR CE REE GE Thin os cecncccensinceasstéecies 

The number of shares allotted as fully paid up other- 
ek eee 

The number of shares allotted as partly paid up other- 
wise than in cash, namely to the extent of £...... 
OO GD: Wha on. cs cccedcnescwverasicseccesnsesns 

31. (2) The consideration for the allotment of shares fully or 
partly paid up otherwise than in cash is........... 
(Set out shortly the nature of 
such consideration.) 
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The total amount of cash received in consideration of 
shares allotted, excepting those partly paid up for 
a consideration other than in cash is............., 
The total amount of cash received in consideration of 
shares allotted as partly paid up for a consideration 
er Se OP GE Gn caine dada encdescendcuall 
32. (3) Receipts and payments of the said company up to the 
‘sianvewnshe Gay of..........+..19...., being 
date within 7 days of the date of the report. 











Particulars of Receipts Particulars of Payments 
Receipts from shares .. .. <£ £ 
Receipts from debentures £ £ 
Receipts from (set out 

other sources of receipt) <£ £ 
[0 er Total £ 





Balance £ 





Balance £......... 


33. (4) The following is an account of the ascertained pre- 
liminary expenses of the company to the date of this 
report. 





& es. € 








And the additional preliminary expenses are estimated 
Oe Wi iarcnascinevuckeseets 

34. (5) (Para. 5 of the Form requires a statement of “The 
names, addresses and descriptions of the directors, 
auditors, managers and secretary of the company.” 

The form provides separate spaces for particulars of 
the directors, auditors, managers and secretary, each 
space being divided into four columns for (1) sur- 
name, (2) Christian names, (3) address, and (4) 
description of the persons occupying the respective 
positions. ) 

35. (6) The contract, the modification of which is to be sub- 
mitted to the meeting for its approval, is dated the 
seeevesows day of..........19.... and provides 
(set out short particulars of the contract)........ 
The modification proposed is (set out short particu- 
lars of the proposed modification)...........++: 

36. We, the undersigned, being the auditors of the said com- 

pany do hereby certify that the above report is 
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correct as to the matters set forth in paragraphs 
1, 2, 3 and 4. 
CSapmnberes. GF embers) «onc n nsec ec cwesscscess 


37. We, the undersigned, do hereby certify that the above 
report is correct. 


(Signatures of not less than two directors or where 
there are less than two directors by the sole director 
and manager). 


COMPARISON WITH ENGLISH ForM 


38. Under the English Act of 1908 a Form of Statutory Report 
(No. 46) was prescribed by Board of Trade Rules. We cannot 
trace any Form having been prescribed under the English Act of 
1929, but the precedents in Palmer’s Company Pre cedents (14th 
ed., 1931), Haydon and Garnsey’s Secretary's Manual (22nd ed., 
1933), Head, Porter Fausset and Wilson’s Manual of Secretarial 
Practice (3rd ed., 1935), and Fox’s Company-Secretary (8th ed., 
1930), all give the Form prescribed under the 1908 Act, the only 
alteration being the substitution of the date and section of the 1929 
Act for those of the 1908 Act. This Form, hereinafter referred 
to as the English Form, is as follows: 

(Shares allotted) 
39. (a) The total number of shares allotted is.............. 


Ma tcncvemaeiaws are allotted (state “as fully 
paid up” or “paid up otherwise than in cash to the 
ak 5 <0 siennin per share’’) in consideration 
ene , and upon each of the remaining 
shares the sum Of..........2.+. has been paid in 
cash. 


40. (b) The total amount of cash received by the company in 
respect of the shares issued wholly for cash is 
ivetensewss es die and on the shares issued partly 


41. New South Wales, Paragraphs 1 and 2.—These paragraphs 
in the New South Wales Form—30 and 31 above—although 
appearing to require more information than the English Form— 
paragraphs 39 and 40—strictly follow the requirements of S. 93. 
The practice in England is to set out all the information required 
by the New South Wales Form. It would appear to be a com- 
pliance with the New South Wales Form and S. 93 to set out the 
total number of shares allotted, etc., without distinguishing between 
various classes of shares, but in our opinion details of the items 
relating to the various classes of shares should be inserted, and 
this is the English practice. The statutory report sent to members 
should contain these details, and the form to be lodged with the 
Registrar-General must be a true copy of that forwarded to mem- 
bers—see paragraph 15 in the article in the May issue. 
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42. The following are extracts from actual English reports: 

43. (1) The total number of shares allotted is 516,675, being 
175,550 54 per cent. cumulative preference shares of 10/- each and 
341,125 ordinary shares of 4/- each. Upon each of 140,000 54 per 
cent. cumulative preference shares the sum of 10/- has been called 
up in cash, 35,550 54 per cent. cumulative preference shares of 10/- 
each have been issued as fully paid as part consideration in respect 
of acquisitions of businesses and shares in subsidiary companies and 
for services rendered in connection therewith, in accordance with 
contracts entered into. Upon each of 275,000 ordinary shares 
the sum of 4/6 has been called up in cash. 66,125 ordinary shares 
of 4/- each have been issued as fully paid as part consideration in 
respect of acquisitions of business and shares in subsidiary com- 
panies in accordance with contracts entered into. 

(2) The total amount of cash received by the company in 
respect of shares issued wholly for cash is £131,542/5/-. 

44. (1) The total number of shares allotted is 250,000 6 per 
cent. redeemable cumulative preference shares of £1 each and 
800,000 ordinary shares of 5/- each. 

(2) Of the shares so allotted 250,000 6 per cent. redeemable 
cumulative preference shares of £1 each have been allotted for 
cash and with the exception of £67/10/-, calls in arrear, the shares 
are fully paid up. Of the 800,000 ordinary shares of 5/- each 
599,600 have been allotted as fully paid up in part satisfaction of 
the purchase consideration. 400 shares have been allotted at part 
for cash and are fully paid up. The remaining 200,000 shares 
have been allotted for cash (8/- per share) ‘on the terms stated in 
the prospectus dated July 18, 1936, and with the exception of 
£2/15/- calls in arrear, the shares are fully paid up. 

(3) The total amount of cash received by the company in respect 
of the 250,000 6 per cent. redeemable cumulative preference shares 
issued wholly for cash is £249,932/10/-; in respect of the 200,400 
ordinary shares of 5/- each is £80,097/5/-, and in respect of the 
599,600 ordinary shares of 5/- each issued for consideration other 
than cash is nil. 


STATEMENT OF RECEIPTS AND PAYMENTS) 


45. The English Form contains the following under the sub- 
heading (c) : 
46. (c) The Receipts and Payments of the Company to the 
date of this report (or to the.............. day of 
Pe eninrae alate ae , this date must not be more than 
seven days before the date of the Report) are as 
follows : 





Particulars of Receipts Particulars of Payments 
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47. It will be seen that whilst the English Form has both sides 

of the “Statement of Particulars of Receipts and Payments” 
blank, leaving it to each company to fill in the particulars required, 
the New South Wales Form contains on the Receipts side, three 
items, Viz. : 

Receipts from shares. 

Receipts from debentures. 

Receipts from (set out other sources of receipt). 

The New South Wales Form follows the requirements of S. 93 
and apparently it is not strictly necessary to insert details of 
receipts from each class of shares. The latter, however, is the 
English practice, and in our opinion it would be advisable to insert 
these details in the New South Wales Form. 

The following are examples of the details contained in English 
Statutory Reports: 

48. The Receipts and Payments of the company, including 
Receipts and Payments on Capital Account to January 2, 1937, 
being a day within 7 days of the date of this Report, are as follow: 


PARTICULARS OF RECEIPTS 


To Receipts on Capital Account— 
Issue of 140,000 54% Cum. Pref. Shares of 
10/- each at par— 

















139,365 Shares of 10/- each .. .. .. .. .. £69,682 10 0 
635 Shares of 2/- each... ........ 63 10 O 
140,000 £69,746 0 0 
Issue of 275,000 Ord. Shares of 4/- each at 
4/6 per share— 
274,550 Shares of 4/6 each... .. .. .. .. 61,773 15 0 
450 Shares of 1/- each .. .. .. .. .. 22 10 0 
275,000 £131,542 5 0 
Overpayment by subscribers refunded as per 
Ce ki te be eA ee we aa aa oe ee 984 7 6 
£132,526 12 6 
To other Receipts between November 5, 1936, 
— bE Se errr ae 13,584 15 8 
c C1 46, i: & 2 








PARTICULARS OF PAYMENTS 
By Payments on Capital Account— 
Cash portion of purchase consideration paid 
to Vendors, and costs, in respect of acquisi- 
tion of shares in subsidiary companies and 
businesses, and assets, as per Contracts 
numbered 1 to 4 and 6 and 7 enumerated 
im Ghe Prompectus .. .. 2. «2 0s «- oe EWILSZ2 1 7 
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Payments in respect of a further business and 
freehold property acquired .. .. Pe 6,944 111 
Preliminary Expenses (including underwrit- 
ing commission and ey - ake ee 15,878 19 3 
Deposits, Electricity .. . as’ be wad. ee 15 10 0 
Purchase of Motor Vehicles .. . 70 0 0 
Refund of ene il Subscribers as 
per contra... .. State! aeons 984 7 6 





£125,415 11 3 
By Stock and Book Debts taken over from 





























Vendors .. .. oleae a 4,502 2 9 
» Other Payments between November 5, 
1936, and January 2, 1937 .. .. .. .. 11,587 15 9 
» Balances at Bank and in hand, January 2, 
St sae ae wa ee ae ee ee GS an 4,605 18 5 
£146,111 8 2 
49. 
RECEIPTS 
Amount received in respect of shares allotted .. £300,910 10 0 
ED cs Ss oe Gk ew oe Mabe Re Oe 2,980 4 9 
£203,890 14 9 
PAYMENTS 
Amount paid to vendors in respect of purchase 
of land, buildings, plant and machinery .. .. £243,068 6 5 
Underwriting and over-riding commission .. 12,250 0 0 
Preliminary expenses, including brokerage, etc. 16,915 13 10 
Furniture, fixtures and fittings .. .. .. .. .. 128 5 6 
Loan to subsidiary company .. .. .. .. .... 150 0 0 
CE cs Gn ve ow 04 4% 49-84. 0% 5,409 13 3 
eS, 25,968 15 9 
£303,890 14 9 
50. The following items are from various reports issued in 
England under the 1929 Act: 
RECEIPTS 
Loan from X.Y.Z. Bank Ltd... .. .. .. .. .. £195,234 0 0 
I eal ok ae. Se 11,025 0 4 
Trading receipts .. fa 140,155 14 0 
Revenue receipts, including those from sundry 
debtors and from hire purchase agreements 
qomuieed by GOUNPOIY 2. 5 25 05 os oe oe oe 41,047 6 8 
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PAYMENTS 

Cash paid to Vendor Company on account on 

purchase consideration .. .. . £75,000 0 0 
Buildings, plant, machinery, fixtures and motor 

vehicles .. ... ie euheoMe 19,236 14 11 
Investments and short- term loans a s 8,500 0 O 
Advances to Consolidated Gold Mines of 

Coolgardie .. .. . ‘ 7 9,073 0 0 
London Office expenses ik Se Gee be We ek a 92 0 0 
i CE cs sy ws ee ot Sk wa He 147,938 5 10 
Revenue payments, including discharge of 

obligations to creditors existing at date of 

acquisition so far as discharged to date .. .. 69,002 4 1 
Payments to sundry creditors, wages, commis- 

sions, rents and expenses .. .. .. ........ 52,857 0 0 
Balance at Bank and in hand... .. .. .. .. .. 104,012 17 1 


(PRELIMINARY EXPENSES) 
51. At the foot of Paragraph (c) of the English Form, the 
following appears: 


“The following is an Account (or Estimate) of the Prelimi- 
nary Expenses of the Company: 








52. The New South Wales Form differs slightly from the Eng- 

lish Form by requiring the entry of two amounts:: 
(a) An account of the ascertained preliminary expenses of 
the company to the date of the report; and 
(b) an estimate of the additional preliminary expenses. 
The first item does not necessarily mean the amount of the pre- 
liminary expenses paid up to the date of the report—it would include 
the total amount of the preliminary expenses paid plus the amount 
of preliminary expenses ascertained but not paid. 

53. The following examples are from English reports: 

The preliminary expenses of the company are estimated to 
amount to £16,053/19/3, of which £175, it is estimated, remains 
unpaid. 

The total preliminary expenses of the company (including trans- 
fer of assets) are estimated to amount to £2,250, and are payable 
by the London Industrial Finance Trust Ltd. 

The preliminary expenses, including capital duty and registra- 
tion fees and costs of transfer of the business and properties are 
estimated at £23,000, and are payable as to £19,000 by the vendor 
company and £4,000 by this company. 
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(ParticuLars oF Directors, Etc.) 


54. (d) This paragraph in the English Form—Particulars of 
directors, auditors, manager and secretary—is the 
same as paragraph 5 of the New South Wales Form 
—34 above. 


(MopiFIcaTION OF CONTRACTS) 


55. The English Form contains the following sub-heading (e) : 
(e) Particulars of any contract the modification of which 
is to be submitted to the meeting for its approval, 
together with the particulars of the modification or 
proposed modification : 
The New South Wales provision is in paragraph 35. 

56. We have not seen any statutory reports in which a con- 
tract has been submitted for modification, but the following are 
from English reports: 

57. There is no contract the modification of which is to be sub- 
mitted to the meeting for approval. 

There are no contracts to be submitted for modification. 

There are no contracts the modification of which requires to be 
submitted to the meeting for its approval. 


(CERTIFICATE OF DIRECTORS) 


58. The certificate of the directors on the English Form runs 

thus: 

“We hereby certify this report.” 
In practice this is often extended to: 

“We hereby certify that this report is correct.” 
The New South Wales certificate is in paragraph 37. 

59. The New South Wales Form contains the following state- 

ment, printed in italics at the end of the Form—see paragraph 37: 
~ “(Signatures of not less than two directors, or where there 
are less than two directors, by the sole director and 

manager ).” 

The wording of this sentence follows the provisions of S. 93 (3). 
By S. 120 of the New South Wales Act, every company, other than 
a proprietary company, registered after the commencement of the 
Act, must have at least three directors, and as the statutory meet- 
ing and statutory report provisions do not apply to proprietary com- 
panies, a New South Wales reader queries the accuracy of the last 
fourteen words of the statement on the ground that a public com- 
pany cannot have less than three directors. It is, however, pos- 
sible for a public company to have less than three directors. Sub- 
section (2) of S. 120 provides that where a casual vacancy occurs 
whereby the number of directors is reduced below three, S. 120 
shall be complied with if the casual vacancy is filled within one 
month after it occurs. So that it would be quite possible, but very 
unusual, for a company to have a sole director and manager for a 
month, and during that month for the statutory report to be issued 
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and the statutory meeting to be held. The words providing for the 
certification of the statutory report “by not less than two directors, 
or where there are less than two directors, by the sole director and 
manager” are copied from the English Act of 1929. The latter Act, 
S. 139, provides that every (public) company registered after the 
commencement of the Act shall have at least two directors. This 
isa new Statutory provision. The words “certified by not less than 
two directors of the company, or, where there are less than two 
directors, by the sole director and manager,” were in the English 
Act of 1908, but as there was no provision in that Act for a mini- 
mum number of directors, such a provision was in order. It would 
appear that the provision for a minimum of two directors in the 
English Act of 1929—three in the New South Wales Act—was 
overlooked by the draftsman when inserting S. 113 (3) in that 
Act, which is the equivalent of S. 93 (3) of the New South Wales 
Act—we think this is the real reason for the unsatisfactory word- 
ing of the sub-section—and the wording of the English Act has 
been adopted in the State Acts and the New Zealand Act. 


(CERTIFICATE OF AUDITORS) 


60. The most important difference between the English and the 
New South Wales Form is in the wording of the certificate of the 
auditors. 

In the English Form the certificate of the auditors runs thus: 

“We hereby certify that so much of this report as relates 
to the shares allotted by the company and to the cash 
received in respect of such shares and to the receipts 
and payments of the company on capital account is 
correct,” 

and this form of certificate, which complies strictly with the statu- 
tory requirements, is in general use. 

In Form 27, under the New South Wales Act, the certificate of 
the auditors runs thus: 

“We, the undersigned, being the auditors of the said com- 
pany, do hereby certify that the above report is correct 
as to the matters set forth in paragraphs 1, 2, 3 and 4.” 
(These are 30, 31, 32 and 33 above.) 

In our opinion, there has been a serious slip in the drafting of 
the form of the certificate of the auditors in Form 27, for the certi- 
ficate unquestionably goes further than the very specific require- 
ments of Section 93. 

61. Paragraph 3 of the New South Wales Form—32 above— 
in accordance with the requirements of S. 93 (3) (c) requires an 
abstract of the receipts and payments of the company, and the par- 
ticulars of receipts showing receipts from shares, receipts from 
debentures, and receipts from other sources, and there is a space 
provided for “Particulars of Payments.” S. 93 (4) limits the 
certificate of the auditor to this abstract to “the cash received in 
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company on capital account,” but the wording of the auditors’ cer- 
tificate in Form 27 is unlimited, and covers all “the matters set forth 
in paragraphs 1, 2, 3 and 4” of the report, a much wider certificate 
than that required by S. 93 (4). 

62. And paragraph 4 of the New South Wales Form—33 above 
—the whole of which paragraph is covered by the certificate of the 
auditors, sets forth more matters than are required by S. 93 (4) to 
be certified by the auditors. 

63. Again, New South Wales Form 27 contains the following: 

PARTICULARS OF RECEIPTS 
Receipts from shares... ............ & 
Receipts from debentures .. 
Receipts from ean out other sources of 


receipt) . i ek ae See ee e., 





a ee ai 





It would appear from this form that only the total of “receipts 
from shares” and “receipts from debentures” have to be given in 
the form. The English practice, as already stated, is to set out the 
capital receipts in greater detail. 


64. On making enquiries, we are advised that the auditors’ cer- 
tificate in New South Wales Form 27 was taken verbatim from 
Form 43 in Morison’s Company Law in New Zealand. As stated 
above, S. 93 (4) of the New South Wales Act, following S. 113 (4) 
of the English Act of 1929, enacts that “The statutory report shall, 
so far as it relates to the shares allotted by the company, and to the 
cash received in respect of those shares, and to the receipts and 
payments of the company on capital account, be certified as correct 
by the auditors, if any, of the company.” This section has been 
adopted in S. 121 (4) of the New Zealand Act, with the omission of 
the three words, “‘on capital account.” These three words in the 
English and New South Wales Acts are words of limitation, and 
by reason of their absence from the New Zealand Act the wording 
of the form set out in Morison’s work on the New Zealand Act is 
quite correct. But in view of the presence of these words in the 
New South Wales Act, the wording of the form applicable to the 
New Zealand Act goes further than the requirements of the New 
South Wales Act, and the difference between the New Zealand and 
the New South Wales Acts has obviously been overlooked by the 
draftsman of the New South Wales Form. 


65. On the matter being referred to the New South Wales 
Registrar-General, he pointed out that forms in regulations, like 
forms in schedules to an Act, are, as stated by Tindal C.J. in Bart- 
lett v. Gibbs (1843) 5 Man. & G. 81, at p. 96, “inserted merely as 
examples, and are only to be followed implicitly as the circum- 
stances of each case may admit.” See also dictum of Milford J. in 


Ex parte Hamilton (1865), 3 N.S.W. S.C.R. 311, at p. 317. The 
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Registrar-General stated that if there is any difficulty in giving the 
certificate set out in the last paragraph of the New South Wales 
Form—see para. 60 above—“a certificate limited to so much of the 
report as relates to the shares allotted by the company, to the cash 
received in respect of such shares and to the receipts and pay- 
ments of the company on capital account will be regarded as a com- 
pliance with the requirements of Form 27.” 





The Revised British National Defence 
Contribution Scheme 
By T. P. D. BetcuTon, m.a. (Oxon), A.C.A. 


The British National Defence Contribution Scheme (familiarly 
known as the N.D.C.), as revised by the Chancellor of the Ex- 
chequer as a result of the outcry against the original scheme, is 
regarded by the business community as being much less obnoxious 
than the previous proposals. 

It is, to a very large extent, based on the old Corporations 
Profits Tax, although there are important differences under the 
present scheme. 

The main points regarding the new N.D.C., as set out in the 
Government White Paper, and as explained by Sir John Simon in 
his speech in the House of Commons on June 21, 1937, are as 
follow : 

1. The tax is to be charged on profits arising during the five 
years commencing April 1, 1937, and ending March 31, 1942, and 
will apply to all companies, trades and businesses, but will not apply 
to professions, offices or employments. Any company or firm, 
whether British or foreign, is liable to the tax if it is “ordinarily 
resident” for income tax purposes, i.e., either carries on business 
in, or is controlled from, Great Britain. 

2. The rate of tax will be 5% on profits made by companies and 
4% in the case of a trade or business carried on by an individual 
or firm. 

3. Generally speaking, investment income will not be subject to 
the tax, although it is stated that companies which mainly derive 
their income from the holding of investments or other property 
will be liable, and building societies, banks and assurance com- 
panies are specially mentioned as being brought within the scope 
of the scheme. Sir John Simon, however, definitely stated that 
where a company which was within the charge of the tax, for 
example, a trust company, received dividends which had already 
been taxed, provision would be made to avoid double taxation. 

4. For the purposes of the tax, profits are to be computed on a 
similar basis to that for income tax, with allowances for losses and 
for wear and tear of plant and machinery. 

5. Interest on borrowed money and other annual payments will 
be allowed as deductions, and the annual value of premises owned 
and occupied for the purpose of business will be included. 
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It should be noted that, although interest and other annual 
charges are proper business expenses, they may not be deducted 
in arriving at the adjusted profits for British income tax, as tax 
must be deducted by the payer at the time of payment. By dis- 
allowing the deductions of the charges the Commissioners auto- 
matically make the payer account for the tax he has deducted. 

6. The following relief will be granted to small businesses, 
including companies : 

Where the profits do not exceed £2,000—no tax payable. 

Where the profits do not exceed £12,000—abatement to 
equal one-fifth of the amount by which the profits fall 
short of £12,000. 

For example, the tax on profits of £8,000 made by a com- 
pany would be: 


Tax @ 5% on £8,000... .. 5 ox: Se 
Less 5% af ee) 40 
J 





7. The tax is to be allowed as a deduction in computing the 
profits for the purpose of income tax. 

This concession, in effect, reduces the net charge at the present 
rate of income tax from 5% to 33% in the case of a company, and 
to 3% in the case of a firm or individual trader, without taking 
into account the relief to small businesses. 

This is clearly shown by the following example: 








Profits, adjusted for income tax .. .. £100,000 
N.D.C. tax @5% .... .. .. £5,000 
Profits for income tax, after deducting 
a eee . .. 95,000 
Income tax @ 5/- in £ on “£95 000 . a a Rw aoe 23,750 
Total taxes payable .. .. £28,750 
If no N.D.C. tax, income tax on £100,000 would 
have been .. .. .. ; 25,000 
Net additional tax due to N.D.C... .. .. .. .. £3,750 
Expressed as percentage due to N.D.C... .. .. .. 3:75 


8. Provision is made for the remission of tax in the Special Dis- 
tressed Areas (such as South Wales and the North-West Coast), 
where the Commissioners for the Special Areas certify that it is 
expedient that relief should be given to encourage the establish- 
ment of industries in those areas. 

9. It is proposed to exempt from the tax, public utility under- 
takings which are subject to statutory restrictions with regard to 
prices charged or dividends payable. 

It was stated by Sir John Simon in the House of Commons that 
the following undertakings would come within that category: 
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Local authorities supplying gas, water, etc. 
Semi-public concerns, such as the Port of London Authority. 
Public companies which were precluded from charging 
higher prices or paying larger dividends. 

10. No calculation of capital will be necessary for any purpose 
connected with the tax. 

11. Itis estimated that in a full year the N.D.C. may be expected 
to produce £25,000,000. 

It was made quite clear by the Chancellor of the Exchequer that 
the above amount did not take into account the loss of income 
tax due to allowing the N.D.C. tax as a deduction for income tax 
purposes. The loss to the Revenue owing to this concession will 
be a quarter of the total tax, as set out in paragraph 7 above, and 
would amount to £6,250,000 in a full year. 

In addition, members of the Opposition expressed the opinion 
that concessions to statutory companies and to businesses in Special 
Distressed Areas would cost about £750,000 per year. 

It is, therefore, considered that the net yield of the N.D.C. tax 
in a full year is unlikely to exceed £18,000,000. 


Sir John Simon amplified the details given in the White Paper, 
in his speech on June 21, and the following are the main points 
dealt with by him. 


Exclusion of Professions 

The main reason for levying a special tax upon industry was 
that, generally speaking, industry was enjoying a special pros- 
perity, resulting to a large extent from State policy. 

Sir John Simon considered that this course of policy had little, if 
any, effect in increasing the emoluments of a professional man, and 
it would, therefore, be unfair to lay this tax on him. 

A second reason was that all professional men were not taxed 
in respect of their profession. For example, a chartered accountant 
in charge of the accounts of a large company was not taxed for 
his profession at all. It would be unfair to tax some professional 
men and not others. The keynote of the new tax was simplicity. 

Stockbrokers and insurance brokers are to be taxed as traders, 
as they are not regarded as exercising professions. 


Differentiation of Rate of Tax Between Companies and Firms 

Sir John Simon stated that companies had two main advantages 
over firms for purposes of income tax. They were entitled to 
charge against their profits directors’ fees and salaries, which, in 
the case of a firm, would be included in the adjusted salaries. Also, 
companies were not entitled to place amounts to reserve, and merely 
pay income tax on them, while the members of a firm would have 
to pay surtax on such allocations if their individual incomes 
exceeded £2,000. (For the purpose of his comparison, the Chan- 
cellor ignored the special income tax provisions relating to private 
companies. ) 
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He undertook that measures would be taken to prevent directors 
of private companies paying the whole profits to themselves in the 
form of remuneration in order to avoid the tax. He proposed this 
should be done by two methods: 

1. By limiting the percentage of profits which could be distri- 
buted as remuneration. 

2. By a lump sum maximum remuneration which could not be 
exceeded. 


Question of Excessive Burden on Ordinary Shareholders 

Under the old Corporation Profits Tax the tax was limited to 
10% of the profits available for distribution to the ordinary share- 
holders. 

It is not proposed to have any similar provision in the N.D.C. 
Scheme. 

The Chancellor admitted that, as preference dividends would 
not be allowed as a deduction in calculating the profits for the pur- 
pose of the tax, it might happen, where a company was “highly 
geared”—i.e., had a very large proportion of its capital in prefer- 
ence shares—that the tax might absorb most of the fund available 
for the ordinary shareholders. 

On the other hand, in his opinion, it was mainly the ordinary 
shareholders of companies who were gaining the advantage of the 
present prosperous conditions, due to a large extent to the Govern- 
ment’s policy, and it was equitable that they should bear the tax. 
In addition, he considered a provision limiting the tax to a fixed 
percentage of the profits available for distribution to the ordinary 
shareholders would be unfair as between one company and another. 


General Impressions of the Revised N.D.C. Scheme 

The revised scheme is very much more popular than the previous 
one, mainly because : 

1. It is based on profits, and not profit-growth. 

2. It is simple, and the liability can easily be calculated. 

3. Although a Government cannot bind its successors, as far as 
this Government is concerned it has undertaken to remove the tax 
on March 31, 1942. 

4. It avoids the complicated calculations necessary under the 
previous scheme for estimating the standard profits of prior years. 

5. It is more equitable towards companies which have fared badly 
for a number of years, and are now earning reasonable profits, par- 
ticularly as regards rubber and other plantation companies. 

Although the revised scheme has received such a favourable recep- 
tion, it is interesting to speculate whether it would have been 
accepted so calmly if this new form of taxation had been put for- 
ward originally as part of the Budget proposals instead of the 
earlier N.D.C. Scheme. 
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THE AUSTRALIAN 


Taxation Section 
Edited by J. A. L. Gunn, F.1.c.a. 


COMMONWEALTH PENSIONS LIABLE TO STATE 
TAXES 


The High Court of Australia has unanimously decided that 
Commonwealth pensions might validly be taxed under the general 
State taxation laws of New South Wales. 

The Chief Justice said that there was no doubt that the New 
South Wales Special Income and Wages Tax (Management) Act 
1928 purported to impose taxation upon the pensions in question. 
The real question was whether the legislation, in so far as it re- 
quired such a pension to be included in assessable income for the 
purpose of taxation, was valid. In his opinion, Commonwealth 
pensions might validly be taxed under the general State taxation 
laws unless the Commonwealth Parliament prohibited such taxa- 
tion in whole or in part. There was no law of the Commonwealth 
Parliament which contained any such prohibition, and, therefore, 
the pensions were subject to the laws of the States relating to 
income tax to the same extent as other income received by pen- 


sioners. West v. C. of T. (N.S.W.), June 3, 1937. 





SUBSIDY RECEIVED BY ENGLISH BEET SUGAR 
MANUFACTURING COMPANY 

The appellant company was a sugar manufacturing company, in 
receipt of the subsidy provided by the British Sugar (Subsidy) Act 
1925. This subsidy was treated as a trade receipt for income tax 
purposes, and no question arose as to it. By the British Sugar 
Industry (Assistance) Act 1931 provision was made for additional 
weekly advances by the Government to certain companies, includ- 
ing the appellant company. Section 2 of that Act provided in 
effect for repayment of the advances in part if the relevant “market 
price” exceeded the “basic price” of sugar, and it was further pro- 
vided that the advances should be repaid in full if within three 
years the company was wound up or a receiver or manager of the 
company’s business was appointed. Save as aforesaid, the advances 
were not repayable. Between October 18, 1931, and January 3, 
1932, the company received £17,494/5/7 in weekly advances under 
the 1931 Act, and in the events which happened no part of this sum 
was repayable. The Special Commissioners and Finlay J. held 
that the advances were in the nature of loans, and not trading 
receipts, and that the company could not be assessed to income tax 
in respect thereof in the year under appeal. The Crown appealed, 
and the English Court of Appeal allowed the appeal and held that 
the sums in question were supplementary trade receipts proper to be 
taken into computation in arriving at the balance of the company’s 
profits and gains for the year in which they were received. The 
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company appealed. Held, by the House of Lords, affirming the 
decision of the Court of Appeal, that the appeal should be dis- 
missed with costs; Lincolnshire Sugar Co. Ltd. v. Smart, January 
21, 1937. 

Section 26 (g) of the Commonwealth Act, and the correspond- 
ing provisions of the State Acts, provide that the assessable income 
of a taxpayer shall include any bounty or subsidy received in or in 
relation to the carrying on of a business. 





IT CAN’T HAPPEN HERE. 


It was recently reported that a riot broke out in a village in the 
interior of New Guinea, because a tax collector refused to take 
money from the inhabitants, who had been exempted from taxa- 
tion. The crowd, evidently infuriated by what they regarded as an 
insult, mobbed the tax collector, shouting, “We want to pay taxes. 
Other villages pay. So will we.’"—From The Accountant Tax 
Supplement. 





FEDERAL ESTATE DUTY 
DEDUCTION ALLOWED IN RESPECT OF ANNUITY 


Clive Gordon Milne died on March 12, 1932, and under his 
estate questions arose as to the value of his property for the pur- 
pose of estate duty. In 1927 divorce proceedings were taken 
against Milne by his wife, and these were compromised, with leave 
of the Court. A deed of separation was executed, under which 
Milne agreed to pay his wife £2,500 a year. The annuity was to 
be the first charge on Milne’s share of the profits of the firm of 
Milne & Co. If Milne ceased to be a member of the firm, he would, 
out of his share from it, lodge with the Trustee Company, £40,000, 
to be invested, and the income paid to his wife. Milne and the 
Trustee Company subsequently executed a deed under which Milne 
agreed that he would, if and when he ceased to be a partner in the 
firm, pay £40,000 to the company for use under the terms of the 
deed of separation. When Milne died, his partners purchased his 
share for £57,738. The question was whether the estate duty 
should be charged upon this amount, or whether, on the other hand, 
a deduction should be made, by reason of the liability of Milne’s 
executors to pay the annuity to the wife. Held, by a majority of 
the High Court on March 23, 1937, that a deduction should be 
allowed in respect of the £40,000 to the extent of the value of the 
beneficial interest of the wife in that sum. 
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The Question Box 


LOSS ON SHARES ARISING OUT OF REDUCTION OF 
CAPITAL 
Question: 

W.G.W. (Sydney) asks: 

A person who from time to time buys and sells shares in various 
companies holds a large number of shares in a certain company 
which has lately reduced its capital, thereby resulting in a loss to 
this person by reason of the shares so held being reduced in value. 

The person concerned has never, at any time, sold any of this 
company’s shares, and he wishes to ascertain whether he can claim 
the loss for taxation purposes. 

The reduction of capital was effected by the writing off of intan- 
gible assets, patent rights, etc., and bad debts and obsolete stock. 

It is borne in mind in this question that where a company makes 
an issue of bonus shares out of accumulated profits the nominal 
value of the shares must be included as income in the taxation 
return of the recipient. 


Answer: 


If the shares in question were acquired for investment pur- 
poses, the loss is not deductible, as S. 51 of the Commonwealth 
Act, and the corresponding provisions of the State Acts prohibits 
any loss of capital or of a capital nature. 

If the taxpayer carries on a business of dealing in shares, and 
the shares in question were bought by him for the purpose of 
profit-making by sale, then they form part of his trading stock. 
Section 28 of the Commonwealth Act, and the corresponding pro- 
visions of the State Acts, provide that where a taxpayer carries on 
any business, the value of all trading stock on hand at the beginning 
and end of the year of income shall be taken into account in ascer- 
taining whether or not the taxpayer has a taxable income. Section 
31 provides that the value of each article of trading stock (not 
being live stock) to be taken into account at the end of the year 
of income shall be, at the option of the taxpayer, its cost price, or 
market selling value, or the price at which it can be replaced. 

I am of opinion, therefore, that in calculating his taxable income, 
the person concerned, if he carries on the business of share dealing, 
is entitled to value the stock of shares, on hand at the end of the 
income year in which the reduction of capital took place, at market 
selling value. This method of valuation will reflect any loss that 
has occurred as a consequence of the reduction of capital. He is 
entitled to value these shares at market selling value, even if he 
adopts some other method of valuation in respect of other shares 
held by him, which comprise part of his trading stock. 

If the person concerned bought the shares in question for the 
purpose of profit-making by sale, any realised gain is assessable, 
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S. 26 (a), and any realised loss is deductible, S. 52. If purchases 
and sales of shares are merely isolated transactions which would 
not constitute the carrying on of a business, I am of opinion that he 
is not entitled to bring into account as trading stock the shares on 
hand at the beginning and end of the income year, as the provisions 
relating to the inclusion of trading stock apply only where the tax- 
payer carries on a business. 





Federal Institute Examinations 


IN NEW SOUTH WALES AND COMMONWEALTH 
INCOME TAX 


The following are answers to three of the questions set at the 
April, 1937, examination of the New South Wales Division of the 
Federal Institute of Accountants. The remaining questions do 
not call for comment: 

TAXPAYER TEMPORARILY ENGAGED ON Duties Out oF State 
Question 1: 

Section 19 (1) (p) of the New South Wales Act relates to the 
assessment of income tax on the amount of salary, wages or remu- 
neration derived whilst temporarily engaged on duties out of this 
State by a taxpayer who ordinarily resides in this State, where 
those duties relate to an office or employment in this State. Set 
out what you know of this sub-section. 

Answer: 

Section 19 (1) (p) of the New South Wales Act provides that 
the assessable income of a taxpayer shall include the amount of 
salary, wages or remuneration derived whilst temporarily engaged 
on duties out of New South Wales by a taxpayer who ordinarily 
resides in New South Wales, where those duties relate to an office 
or employment in New South Wales. Where, however, the tax- 
payer has paid, in any place outside New South Wales, income tax 
(other than Commonwealth income tax) in respect of the whole or 
part of that salary, etc., he is entitled to a rebate in his assessment 
of an amount equal either to: 

(a) the tax so paid, or 
(b) the proportion of the tax payable under the New South 
Wales Act attributable to the salary, etc., 
whichever is the less. 

For example, a New South Wales commercial traveller paid a 
temporary visit to Victoria, and earned, say, £30 in Victoria. He 
is not liable to Victorian income tax by reason of the statutory 
exemption provided by S. 75 (1) (b) (ii). He is, therefore, liable 
to New South Wales income tax on the £30, without rebate. 

It should be noted that, for the purpose of the above provision, 
“income tax”’ means such tax imposed as income tax as, in the 
opinion of the Commissioner, is reasonably comparable in its 
nature, to the tax assessed under the New South Wales Act; S. 19 
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(2). The Commissioner has ruled that unemployment relief 
taxes and special income taxes levied by other States are not com- 
parable to the income tax assessed under the New South Wales 
Income Tax (Management) Act. 

The above example is an elementary one. Difficulties arise, how- 
ever, when S. 19 (1) (p) is sought to be applied to more com- 
plicated facts. For example: 

(1)A master of an interstate vessel ordinarily resides in New 
South Wales, as he maintains a home and family there. Is he tem- 
porarily engaged on duties out of New South Wales? To answer 
this question, it must be decided whether “temporarily” is used as 
the antonym of “permanently” or whether it means “for a time.” 

(2) A bank inspector ordinarily resides in New South Wales. 
His duties relate exclusively to the other Australian States and 
New Zealand. His work is principally carried out at the head 
office of the bank in Sydney, but he makes regular brief visits to 
the other States. Firstly, is he temporarily engaged on duties out 
of New South Wales when he visits the other States? Secondly, 
do those duties relate to an office or employment in New South 
Wales? 

(3) A resident of New South Wales is a director of a Vic- 
torian company. He pays occasional visits to Melbourne to attend 
board meetings. Even if it is conceded that he is temporarily 
engaged on duties out of New South Wales when he visits Mel- 
bourne, it is submitted that the directorate is not an office or em- 
ployment in New South Wales. 

The New South Wales Act is the only State Act which contains 
the words “where those duties relate to an office or employment in 
this State,’ and it is difficult to understand how they came to be 
inserted. They did not appear in the original Bill. As the para- 
graph stands, taxpayers with small incomes, such as commercial 
travellers, will not escape taxation on income earned outside New 
South Wales, but it is possible that many of the “tall poppies” will 
be exempt in respect of such income. In this respect, the New 
South Wales Government has been badly advised. 


CasuaL Prorits 
Question 2: 

Division 5 of the New South Wales Act relates to casual profits. 
Section 106 deals with the assessability of “profits from sales of 
personal property.” Detail the provisions of the three sub-sections 
of this section. 


Answer: 


Strictly, S. 106 of the New South Wales Act does not deal with 
the assessability of “profits from sales of personal property.” It 
deals with “property other than real property.” By adopting the 
negative counterpart of real property, it avoids the inherent danger 
of dividing all forms of property into two positive classes. 
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Section 106 (1) provides that, where the proceeds of sale in the 
year of income by a taxpayer of any property other than real 
property are not included in his assessable income under any other 
provision of the Act (as in the case of property acquired for the 
purpose of profit-making by sale, or of plant, etc., which has been 
disposed of), the net profit, if any, arising from the sale is assess- 
able if : 

(a) the sale was effected in New South Wales; and 

(b) the property was bought by the taxpayer in the year of 
income or in any of the two years next preceding that 
year. 

With regard to (a), the test under the previous New South Wales 
Act was whether the personal property was situated in New South 
Wales. The change in the law is not likely to benefit the revenue, 
as many owners of shares and other securities acquired for invest- 
ment purposes will arrange for them to be sold outside New South 
Wales, and will thus escape tax on any profit arising. 

With regard to (b), it will be observed that, if the personal 
property was bought and sold within three income years, the profit 
is assessable. 

Section 106 does not apply to the sale of any property (other than 
shares or securities) where the aggregate value of the property sold 
in the year of income does not exceed £200. 


Sale of Shares Which were Acquired on Different Dates 

Section 106 (3) provides that where a taxpayer sells shares, and 
has available for delivery in satisfaction of the sale shares bought by 
him on different dates, he has the option of electing from his hold- 
ing at the time of sale, irrespective of the shares delivered, the par- 
ticular shares deemed to have been sold. 

Example.—A taxpayer held a large parcel of shares for many 
years, when a bonus issue was made by the company. The tax- 
payer sold a quantity of the shares, and delivered some of the bonus 
shares, although there were ample original shares to cover the 
transaction. The bonus shares were acquired in the second year 
prior to the income year in which they were sold, and in Sibley v. 
C. of T. (N.S.W.), 1 A.T.D. 354, the taxpayer was held to be 
liable to tax, under the previous Act, on the profit arising from the 
sale of the bonus shares. 

Section 106 (3) of the present Act remedies an injustice of this 
nature. In the above circumstances, the taxpayer is entitled to 
elect to have sold only the shares originally acquired by him, irre- 
spective of the fact that he actually delivered bonus shares to the 
purchaser. 


PARTNERSHIP AND INDIVIDUAL RETURNS 
Question 9: 

The firm of Smith and Brown, opticians, consists of two part- 
ners, Mr. Smith and Mr. Brown, who share the profits in the pro- 
portion of two-thirds to one-third. The following trial balance was 
extracted from their books for the year ended June 30, 1937: 
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a £4000 0 O 
Stock on Hand, 30/6/36 .. .. £130 0 O 
NS SEED EO er re 1000 0 O 
Rents Received from  Pro- 
perty ... 140 0 0 


Salaries, Wages, Rent and 
other expenses of business 1000 0 0 
Cost of Maintenance of Pro- 
perty and Collection of 


ae ae ee 200 0 O 
Depreciation of Plant and 
Equipment—20% p.a. .. .. 60 0 0 
Plant and Equipment .. .. .. 240 0 O 
Drawings— 
Shak bie ae 500 0 O 
ner 500 0 0 
Capital— 
MO 1... 340 0 O 
ae ee 170 0 O 
IN in: shies inhds. th hd ate wwe ee 20 0 O 
Shares in XY Co. Ltd... .. 1000 O O 





£4650 0 0 £4650 0 O 


Stock on hand, June 30, 1937, is £100. 

Mr. Smith supplies you with the following details as to his own 
private affairs : 

He received during the year £100 for the sale of his motor car, 
£40 as dividends from gold mining companies, £50 as dividends 
from The X Jam Co. Ltd., £50 as a beneficiary in his father’s 
estate. 

His payments during the year were: £250 to his divorced wife, 
under order of the Court; £110 for life insurance, £10 registration 
of his motor car, £5 travelling expenses to work, £5 dentist’s fees, 
£20 doctor’s fees, £10 rates and taxes on his own home, and £50 
other allowable deductions. 

Mr. Brown supplied the following information in reference to 
his own private affairs: 

He received during the year £150 as rent from various proper- 
ties, £50 as a legacy from his father’s will, £1,000 as insurance 
indemnity, being loss incurred in a fire in one of his rented proper- 
ties, £10 being a refund of Federal income tax. 

His payments during the year were £5 State income tax, £10 
special income tax, £10 donation to R.S.P.C.A., £15 fire insu- 
rance premiums on his rented properties, £30 funeral expenses 
on the death of his child aged 10 years, £40 other allowable 
deductions, rates and taxes on property £30. He maintained his 
wife and two children, one aged 15 and the other aged 18. 

You are requested to make out the income tax returns for the 
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partnership and the two partners, setting out the income derived 
from property, separate from the income derived from personal 
exertion. 











Answer: 
Partnership Return 
Personal 
Exertion Property 
Fees received .. .. .. .. .. .. -- £4000 
SE OPED 50s 0 oe ae oe 100 
£4100 
Purchases .. .. .. .. .. £1000 
Stock 1/7/1936 ante. iat ae 130 
—— £1130 
£2970 £2970 
se aie Wa: ee hk a Sa ae ae £140 
Assessable income... .. ........ £2970 £140 
Deductions— 
Business expenses .. .. ........ £1000 
Ged: dacs aa xis oe 60 
£ 1060 1060 
£1910 
Property expenses, £200... .. .. 60 140 
Net income of partnership (Com- 
monwealth and State) .. .. .. £1850 Nil 








L. ee 1217 provides that the rate of depreciation in respect of Ophthal- 
mic surgeons’ plant is 10 per cent. 


Distribution 
Smith—two-thirds .. .. .... .. £1233 
Brown—one-third .. .. .. .. .. 617 
£1850 
Individual Return of Smith 
Personal 


Exertion Property 

Assessable income— 
Individual interest in net income of 

partnership, S. 92 ......... £1233 
Proceeds of sale of priv ate motor car 

not assessable except where a 

“casual profit arises,” N.S.W. Act, 

Division 5. 
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Dividends from gold mining com- 
panies are exempt, Commonwealth 
S. 44 (2) (c), N.S.W. S. 53 (f). 
Dividends from X Jam Co. Ltd. .. £50 


Amount received as beneficiary in 
father’s estate assumed to be a 
legacy, which is not assessable. 





Assessable income .. .. ........ £1233 £50 

Deductions— 

Alimony payments are not allowable 
deductions to the husband. For 
exemption of wife see Common- 
wealth S. 23 (1) and N.S.W. S. 

16 (m). 

Life assurance premiums — £110, 
maximum £100... .. .. .. .. £100 

Registration of motor car, and 
travelling expenses to work, being 
private expenses, are not deduc- 
tible, S. 51. 

Dental expenses are not deductible 
for Commonwealth purposes, and 
are only deductible under the 
N.S.W. Act when the taxable in- 
come of the taxpayer does not 





exceed £400. 
Medical expenses .. .. vor aa 
Other allowable deductions tana a 50 170 
Net income—New South Wales .. £1063 £50 
Deduct rates and taxes on home .. 10 








Net income—Commonwealth .. .. £1053 £50 





N.B.—The taxpayer is not entitled to wife allowance as the lady 
is no longer his “wife.” 


Individual Return of Brown 


Personal 
Assessable income— Exertion Property 
Individual interest in net income of 
EE 406. ua We. wa: ee we 2617 
Rents received . a ea Ses £150 


Legacies are not ‘assessable. 

Amounts received under insurance 
polices in respect of destruction of 
capital assets, where depreciation 
has not been allowed, are not 
assessable. 
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Commonwealth income tax is not an 
allowable deduction ; consequently 
refunds thereof are not assessable. 


Assessable income .. .......... 

Deductions— 

Donation to R.S.P.C.A. is not 
deductible, Commonwealth S. 78 
(1) (a), N.S.W. S. 88 (1) (a). 

Fire insurance agen rented 
property .... .. ee 

Rates and taxes thereon | =P ORES Cee 


Funeral expenses, £30—maximum 
allowance .. . 
Commonwealth S. 79, (d), N.S.W. 
S. 89 (d). 

Wife allowance .. 

Child allowance (one only under 16) 

N.B.—In addition, a proportionate 
allowance would be granted in 
respect of the deceased child for 
the period up to the date of death. 

Other allowable deductions .. .. .. 


Net income, New South Wales .. 
Deduct— 

ee a 
Special income tax .. .. .. 


N.B—In the absence of details these 
have been deducted from P.E. 
income. 


Net income, Commonwealth . 
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£617 £150 
£15 
30 45 
£105 
£20 
50 
50 
40 160 
£457 £105 
£5 
10 
15 
£442 £105 








The Taxation of Companies in Queensland 


By Joun S. McINNEs, F.L.C.A. 


II 


27. The Capital—The amount of capital 


is the amount 


(averaged over a full year of income) of the paid-up capital and 
reserves invested in assets used during the year of income in the 
production of assessable income under the Queensland Act. Where 
a company has the whole of its capital and reserves invested in 
such assets the calculation of the capital is a simple matter, but 
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many companies have their capital and reserves invested in assets 
which produce : 

(1) income which is taxable in Queensland, 

(2) income which is exempt from tax in Queensland, and 

(3) income earned outside Queensland, which is beyond the 
scope of the Queensland Income Tax Acts, 

and this fact, and the special provisions in the provisos to Sub- 
sec. (3) of S. 34 and in Sub-secs. (4) and (5) of the same 
section—see paragraphs 32, 34, 36 and 37—render the calculation 
of the capital a much more difficult problem. 

28. By Sub-sec. (3) of S. 34 the capital of a company is to be 
ascertained by adding the amounts (averaged over a full year of 
income) of the capital and reserves of the company, viz. : 

(a) the capital paid up in cash or value on all shares actually 
issued by the company ; 

(b) reserves and parts of reserves (including therein amounts 
standing to the credit of profit and loss account) invested 
in the business, and which have been created out of 
profits liable to tax or exempt from tax under the 1936 
Act or any previous income tax law of Queensland, 
except 

(i) profits derived during the year of income, and 
(ii) profits on which additional tax would be charge- 
able on distribution under S. 35 (2). 


29. Prior to the 1936 Act, reserves (including amounts stand- 
ing to the credit of profit and loss account) were taken into 
account in calculating the capital of a company only from the date 
the full income tax was paid thereon, but owing to the difficulty 
of applying this provision to companies which were not Queens- 
land companies, in practice the Department included as part of 
the capital of the income year the whole of the reserves and 
amounts standing to the credit of the profit and loss account as 
appearing in the balance sheet of a non-Queensland company at 
the end of the previous income year (less any dividends paid 
therefrom during the income year), and this was a concession to 
such companies. 

30. Under the 1936 Act, all profits standing to the credit of 
reserve account and profit and loss account at the commencement 
of an income year are to be taken into account in calculating the 
capital for that income year, a pro rata deduction, averaged on 
dates of payment, being made for dividends paid out of such 
reserves and undivided profits during that income year. The only 
exception to this is “undistributed profits earned prior to January 
1, 1919,” which are dealt with in paragraph 47, but, as stated in 
that paragraph, this does not apply to companies that are not 
Queensland companies (see para. 9). 

31. The word “reserves” in the above provision means reserves 
created out of profits which could be paid away in dividends to the 
shareholders. 
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A reserve or provision for income taxation standing in the 
books of account of a company at the beginning of an income year 
is treated by the Department as a reserve for the whole year, on 
the ground that taxation on income is a proper charge against the 
income of the year in which it is paid. 

Profits earned during the year of income, even if the company 
makes up half-yearly accounts, are not taken into account in 
calculating the capital of the income year in which they are earned. 

32. In view of the advantage of having the capital of a company 
as large as possible it is not surprising that attempts have been 
made to obtain a lower rate of tax by schemes (some of them of 
doubtful validity) to inflate the capital of a company. The very 
unusual provisions of provisos (i) and (ii) to Sub-sec. (3) of 
S. 34 have been inserted for the purpose of preventing the fictitious 
increase of the paid-up capital of a company in the manner indi- 
cated therein (e.g., inter alia, by shares being issued as fully paid- 
up, when in fact very little has been paid up thereon, and treating 
the amount owing by the shareholder on the shares as an ordinary 
debt ). 

33. The special provision in proviso (iii) to the same sub- 
section relating to Undistributed Profits on which the additional 
tax has not been paid is dealt with in paragraph 47. 

34. From the average amounts of capital and reserves thus 
ascertained, there has to be deducted— 

(a) any amount invested by the company in 

(1) shares in other companies, and 

(2) in bonds, debentures, stock, or other securities of 
the Commonwealth or Queensland issued for the 
purposes of Commonwealth or Queensland loans 
or on loans to any authority constituted under 
Queensland law where such interest is guaran- 
teed under Order-in-Council to be exempt from 
Queensland income tax (S. 34 (4) (a) ). 

(The insertion of this provision is an error in 
drafting, as it would be very inequitable to deduct 
such an amount direct from the average amount of 
capital and reserves, but take it into account as 
part of the assets of the company in the ascertain- 
ment of the amount of the capital and reserves 
invested in assets used to produce the taxable 
income, and the State Commissioner of Taxes has 
stated that the provision will not be given effect 
to in the administration of the Act.) 

(b) Such an amount as, in the opinion of the Commissioner, 
should be deducted on account of the use of an asset in 
production of exempt income where such asset has been 
used during the year of income in production of both 
assessable and exempt income—S. 34 (4) (b); “exempt 
income” is defined by S. 4 as meaning income which is 
exempt from income tax and includes income which is not 


iis 28 





193; 


3! 
of tl 
on t 
furt! 
payr 
the 
tran 
faith 
payr 
tion. 
amo 
in al 
the 
whet 
woul 


36 


} in as 


of tl 
part 
Sub- 
to su 
tion 
total 
37. 
in pr 
the v 
of inc 
value 
such 
divid: 
dedur 
> 2 
dedux 
38. 


are ni 


c 











































THE AUSTRALIAN 





ACCOUNTANT 413 


assessable income (i.e., income earned outside Queens- 


: land). 
. (This provision is also subject to the same criticism 
as (a) above, but the Commissioner has not made any 
announcement in regard to it.) 

oe (c) So much of the amount of any goodwill, franchise issued 
4 under “The Tolls on Privately Constructed Road Traffic 
Facilities Act of 1931,” Order-in-Council, copyright, 
" § patent right or undertaking appearing as an asset in the 
: company’s accounts as in the opinion of the Commissioner 
f should reasonably be deducted (S. 34 (4) (c) ). 

(This provision is obviously inserted for the purpose 
Y of preventing the undue inflation of the assets of a 
—_ company in connection with the items stated.) 
:. @ 35. The previous Acts provided for the deduction of so much 
i. | of the item referred to in (c) above “as was not paid for in cash 
g on the purchase of a business by the company,” and there was a 
y @ further provision to the effect that even in the case of a cash 
7 payment for these assets “the amount paid shall be deducted from 
* the paid-up capital if the Commissioner is not satisfied that the 
al transaction was entered into or payment in cash made in good 


faith and that such transaction was not entered into, or such 
is | payment not made for the purpose of evading or avoiding taxa- 
= tion.” But by Sub-secs. (4) (c) of S. 34 of the 1936 Act the 
5 amount to be deducted rests on the opinion of the Commissioner 
| in all cases. When this clause was being discussed in Parliament 


o§ | the Minister for Health and Home Affairs stated that in cases 
.e i where goodwill had been genuinely paid for the Commissioner 
is jm would not alter the present practice. 

sr 6 =636. S. 34 (5) (a) provides that the capital which was invested 
1- [§ in assets which were used during the year of income in production 
m @ of the assessable income of the company shall be taken as that 


= part of the capital (ascertained in accordance with the provisions of 
in §§ Sub-secs. (3) and (4) of S. 34) which bears the same proportion 


ct §@ to such capital as the average value of the assets used in produc- 
of (@ tion of the assessable income bears to the average value of the 
aS total assets. 
n- @ 37. And by S. 34 (5) (b), the average value of the assets used 
eS in production of the assessable income shall be calculated by adding 
le @ the values of such assets as at the beginning and end of the year 
aS. of income and dividing the sum arrived at by two, and the average 
ct @ value of the total assets shall be calculated by adding the values of 
™ such assets as at the beginning and end of the year of income and 
Tt, J dividing the sum arrived at by two, but if any amount has been 
in @ deducted from the capital in accordance with the provisions of 
nm & S. 34 (4) (c)—see paragraph 34—that amount shall also be 
th deducted in calculating the average values of the company’s assets. 
‘ 38. An important alteration in the law, the full effects of which 


1S 


if are not yet apparent, is in S. 34 (5) of the 1936 Act. 


c 
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39. Prior to the income year 1935-36, the Acts provided that in 
the ascertainment of the proportion of the capital and reserves 
of a company which was invested in assets used in the production 
of assessable income, only the assets actually used in Queensland 
were to be taken into account. 

40. In the 1936 Act, S. 34 (5), the words “in Queensland” do 
not appear. By the omission of these words, which was intentional, 
the Act provides for taking into account as “capital” used in the 
production of the Queensland taxable income of a proportion of 
the capital and reserves of a company which are invested in assets 
used outside Queensland, e.g., in the manufacture of goods outside 
Queensland which are sold in Queensland. The Commissioner of 
Taxes has officially stated that the new provision will result in a 
more reasonable basis of calculation of the rate of tax payable on 
the taxable income of southern companies which trade in Queens- 
land. 

41. The new provision is intended to give relief to manu- 
facturers owning factories outside Queensland, the manufactures 
of which are sold in Queensland. Under the former Acts, if a 
company owned a large factory in New South Wales and half the 
output of the factory was sold in Queensland, no part of the asset 
represented by the factory, plant, machinery and raw materials 
was allowed as part of the assets of the company used in Queens- 
land in the production of assessable income in apportioning the 
capital between Queensland and ex-Queensland. This resulted in 
such ex-Queensland manufacturers having to pay very high rates 
of tax on their Queensland profits by reason of the very small 
amount of capital that was allocated to Queensland under the 
provisions of the previous Acts. 

42. Section 28 of the 1936 Act contains provisions applicable 
to businesses carried on partly in and partly out of Queensland, 
and is more or less uniform with the provisions of the Acts of 
New South Wales, Victoria and South Australia. Hitherto, when 
a manufacturer produced goods in one State and sold them in his 
own and other States, difficult problems arose as to what propor- 
tion of the profit on the sales in other States was attributable (1) 
to the State of manufacture and (2) to the State of sale. In many 
cases the profits were taxed in both States, and this led to much 
dissatisfaction. In the discussions leading to the Uniform State 
Acts, an endeavour was made to avoid this double taxation by 
arriving at a uniform basis of the taxation of such profits, but so 
far as Australian manufacturers are concerned the provisions of 
the State Acts are not uniform. By Sub-sec. (7) of S. 28 of the 
Queensland Act it is provided that where goods manufactured out 
of Queensland but in Australia are sold in Queensland by the 
manufacturer, one-half of the profit arising from the manufacture 
and sale shall be deemed to be income derived in the State. (In 
the Victorian, New South Wales and South Australian Acts the 
proportions are two-thirds to the State of manufacture and one- 
third to the State of sale.) 
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43. Where only portion of the profit of a transaction is subject 
to tax in Queensland, it appears to be reasonable that only a 
portion of the assets used in earning the total income on the 
transaction should be treated as being used in the production of 
assessable income in Queensland (and the other portion as being 
used in the production of income which is not assessable income). 
It appears to be quite obvious that this position is one for which 
para. (b) of Sub-sec. (4) of S. 34 has been inserted—see para- 
graph 34—for it enables the Commissioner to deduct from the 
capital and reserves of the company used in the production of 
assessable income, such an amount as, in the opinion of the Com- 
missioner, should be deducted on account of the use of an asset in 
production of exempt income where such asset has been used 
during the year of income in production of both assessable and 
exempt income; “exempt income” is defined by S. 4 as meaning 
income which is exempt from income tax and includes income 
which is not assessable income, i.e., income earned or derived 
outside Queensland. 

44. Pending practical experience of the administration of the 
new provision it is impossible to lay down any basis for the ascer- 
tainment of the amount of capital which, though invested outside 
Queensland, is used in the production of the Queensland assessable 


| income. With manufacturing and merchant companies trading in 


more than one State the position varies so much that each case 


= must be decided on its own facts. But in considering the matter 


the provisions of S. 28—see paragraph 42—and the definition of 
“exempt income” in S. 4 must be borne in mind. 

45. Assume that the capital invested in a factory in New South 
Wales amounts to £50,000 and that one-half of the output of the 
factory is sold in Queensland by the manufacturer. By S. 28 
half of the profit on the Queensland sales—one-quarter of the 
total profit of the company, if the profit made on all the sales is 
equal—would be assessable in Queensland. What proportion of 
the amount invested in the factory in New South Wales could be 
allocated to the Queensland sales? In some quarters it is con- 
tended that as half the sales were made in Queensland half of the 


= amount invested in the factory should be treated as an asset used 


in the production of Queensland assessable income. In view of 
the fact that only half the profit on the Queensland sales is assess- 
able in Queensland, it is at least doubtful whether this position 
could be maintained successfully. There appears to be much in 
the view that as only one-quarter of the profit is assessable in 
Queensland, only one-quarter of the value of the factory should 
be taken into account in the calculation of the capital and reserves. 
No decisions on the new provision have yet been made by the 
Commissioner, but the department has asked taxpayers interested 
to submit a statement of the assets which they consider were used 
in the income year 1935-36 in the production of the company’s 
assessable income and the information supplied should include 
particulars of assets so used which are situated outside Queensland. 
In the example appended we have not attempted to solve any of 
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these problems, but for the purpose of illustrating the practical 
application of the provisions of the Queensland Act generally, we 
have taken the case of a self-contained branch of a company in 
Queensland. 

46. The interpretation of S. 34 (5)—see paragraphs 36 and 37 
—is not subject to the opinion of the Commissioner, but paragraph 
(b) of Sub-sec. (4) of the same section, which applies to companies 
trading in and out of Queensland, leaves the amount to be deducted 
from the ascertained average of capital and reserves on account of 
the use of an asset in production of exempt income (which includes 
ex-Queensland income) where such asset has been used in the 
production of both assessable and exempt income, to the opinion 
of the Commussioner. 

47. Undistributed Profits——Prior to January 1, 1919, only a 
portion of the income tax payable by a company in Queensland 
was actually paid in the year following the income year in which the 
income was earned, the balance of the tax being payable when 
the income was distributed amongst the shareholders of the com- 
pany. In the case of a number of Queensland companies there 
still exists a latent liability to pay this tax, and until the balance of 
the tax is paid the undistributed profits earned prior to January 1, 
1919, on which such tax is owing are not treated as part of the 
capital of the company for rate of tax purposes—hence the provi- 
sions of proviso (ili) to Sub-sec. (3) of S. 34. A company may at 
any time obtain the benefit of these undistributed profits as part of 


the capital and reserves by paying the tax—it need not wait until 
it distributes such profits to its shareholders. This provision only § 
applies to Queensland companies, as defined in paragraph 9. 

48. If a company refuses to supply the Commissioner with the § 
required information, the Commissioner would apply paragraph § 
(d) of the Sixth Schedule to the Taxing Act, which provides as | 


follows: 


“If any company not specified under division (c) of this q 


Schedule— 
(i) Has no paid-up capital; or 
(ii) has not, in the opinion of the Commissioner, supplied 
sufficient information to permit of the amount of its 


able income being ascertained; or 


(iii) has not, in the opinion of the Commissioner, supplied J 
sufficient information to permit of the percentage which § Queen 

its profits bear to its capital invested in assets used in § 
production of assessable income being correctly calcu- § r 
® Taxes 


lated; or 


(iv) fails to supply to the Commissioner any information § 


which he deems necessary to enable a correct assessment § 4 
= Assum: 


to be made, 


income tax shall be charged at' the highest rate in the pound fixed J 
by divisions (a) and (b) of this Schedule, as the case may require, § 


on each and every pound of its taxable income.” 
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Division (a) enacts the rates of tax payable by companies (not 
being public utility or monopoly companies, or companies for which 
special rates of tax are prescribed), and as stated in paragraph 6 
the highest rate of tax payable by such companies is 5/3 in the 
£, plus 20 per cent. super tax. 

Division (b) enacts the rate of tax payable by monopoly and 
public utility companies—these rates are set out in paragraph 6. 

Division (c) covers the various classes of companies for which 
special rates of tax are prescribed—see paragraph 4. 


EXAMPLE OF METHOD oF TAXING A COMPANY TRADING IN 
QUEENSLAND 


Balance Sheet as at 30/6/36 


» Capital issued and aa up . £90,000 Commonwealth and State 
S Liabilities .. .. . 37,650 Government Securities 
Provision for Taxa- (£5,000) and Shares in 
tion as at 30/6/35 £250 Companies (£3,000) in 
co dagaaaaapataaamaae Queensland .. .. .. .. £8,000 
WEEE .. 2. 150 
——- Other assets in Queensland 
£100 —used to earn assessable 
Add amount added out MIOCOMER .. 20 ce ee oo BRD 
of profits of year 
55-06 «. 5. ts CO All other assets owned by 
— the Company .. .. .. .. 140,000 
» General Reserve Ac- 
= count .. ‘ RE as ws os Se 2 
= Profit and Loss ‘Ap- 
propriation Account. 
Balance, 30/6/35 
© Less Dividend paid in 
™ year 1935-36 ..... 8,000 
—— 7,000 
© Profit and Loss Ac- 
= count. Net Profit 
for year 1935-36 .. 10,000 


£170,000 £170,000 


= Net profit of company for the year, £10,000. 

§ Queensland profits of company amounted to £1,350, including 
£200 non-taxable interest and £210 dividends from Queensland 
companies. 

= Queensland profit and loss account included a debit of £250 for 
income taxes estimated to be payable on profits earned during 
| the income year 1935-36. 

= Taxes paid in respect of the income year 1934-35 amounted to 
£150 (including £30 for Unemployment Relief Tax), and 
™ were charged to the Provision for Taxation. 

= Assume that £50 excess depreciation will be disallowed, also £20 
= for sundry expenses. 

_ @ Assume that at the beginning of the income year 1935-36, the 
© paid-up capital of the company amounted to £80,000, and that 





418 THE AUSTRALIAN ACCOUNTANT JULY 


£6,000 additional capital was paid-up on December 31, 1935, 
and £4,000 on April 1, 1936. 

Assume that the goodwill was not paid for in cash and that the 
Commissioner has disallowed the whole amount—S. 35 (4) (c). 
(This amount must therefore be deducted from the capital and 
from the average values of the assets—S. 34 (5) (b).) 


Taxable Income: 





Profits in Queensland, as per profit and loss account .. £1,350 
Deduct non-taxable interest .. .. .. .. .. .. £200 
dividends on shares .. .. .. ........ 210 
410 
£940 
Deduct income (unemployment relief) tax paid .. .. 30 
£910 
Add provision for income taxes (not allowable as 
a deduction) .. . ce <a oe eee 
, excess depreciation ‘disallowed .. .. 2... 50 
, sundry expenses disallowed .. .. .. .. .. 20 
— 320 
Taxable income in Queensland .. .. .. .. .. £1,230 
Profits for Rate of Tax ‘pale 
Taxable income, as above .. .. . £1,230 
Less Queensland and Federal income taxes paid during 
the year (£150 less £30 deducted above) . $2 120 
Profits, for rate of tax purposes .. .. .. .. £1,110 


Average Assets: 
A.—Value of the assets earning Queensland assess- 
able income at the beginning of the income 
year... el £17,000 
( Assume this to have been £17,000.) _ 
B.—Value of the assets earning Queensland assess- 
able income at the end of the income year £18,000 


Add A and B together and divide by two (see 

S. 34 (5) (b)—paragraph 37) .. . 2 ) £35,000 
Average value of assets used in earning Cece 

land assessable income = .. .. .. .. .. £17,500 


C.—Value of the total assets of the company at the 
beginning of the income year (assume this to 
have been £155,000) less goodwill £4,000 £151,000 
D.—Value of the total assets of the company at the 
end of the income year, £170,000, less wage 
will £4,000 .. .. in £166,000 | 
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Add C and D together and divide by two (see - 
S. 34 (5) (b)—paragraph 37) .. .. .. .. 2) £317,000 


e | Average value of total assets of company = £158,500 











| Capital and Reserves: 
Amount paid up in cash or value on all 
shares issued by the company at the 
0 | beginning of the income year .. .. £80,000 
§ Amount of any additional capital paid up 
: during the year— 
0 December 31, 1935 — £6,000, 
- average for year.. .. .. .. £3,000 
0 April 1, 1936 — £4,000, 
0 average for year... .. .. .. 1,000 
0 Average additional capital for the 
arr rie 4,000 
Average paid-up capital for year 
(S. 34 (3) (a) )—para. 28 .. £84,000 
0 @ General reserve fund at beginning of income 
~ ae . £25,000 
10 Provision for taxation—(see para. ». 250 
_ Profit and loss appropriation account at 
beginning of income year— 
0 £15,000 for 6 months = 
average for year .. . . .. £7,500 
0 | Less dividend paid on 31/12/35 
- & 10% on £80,000 = £8,000 
0 leaving a balance of £7,000 
- for 6 months = average for 
SY kd ak a: Wa hae ee 3,500 11,000 
: Average reserves = 34 @& 
0 (a) )—para. 28... .. 36,250 
£120,250 
N) Deduct goodwill not paid for in cash .. 4,000 
" Total average capital and reserves # 1 16,250 
Amount of capital invested in business and used in wadiliein of 
0 F Queensland assessable income is— 
— @§ Average assets earning assessable 
. income in Queensland .. .. £17,500 
0 





capital and reserves ) 
Average total assets of company £158,500 
= £12835 
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Tax payable: 

Percentage of profits for rate purposes (£1,110) to capital used 
in producing assessable income (£12,835) exceeds 8% but 
does not exceed 9%. 


Rate of tax, 30d. in the £, on £1,230 .. .. .. .. £153 15 0 
Plus 20% super tax... .. .. dase le Ale 30 15 0 
£184 10 0 





The Meaning of ‘‘Goods”’ for Sales Tax Purposes 


By H. R. Irving, F.F.1.A., A.c.1.s. (Eng.), 
(Sales Tax Consultant) 


The nine Sales Tax Assessment Acts impose tax on a “sale 
value” in connection with the sale or lease of goods, the importa- 
tion of goods, the application of goods to a registered person’s own 
use, or the treatment by a manufacturer as stock for sale by retail 
of goods manufactured by him. 

The word “goods” is a commonplace, and yet it has been neces- 
sary to resort to litigation in order to establish its meaning insofar 
as the sales tax legislation is concerned. 

Original Definition 

In the original Sales Tax Assessment Act (No. 1) 1930, it was 
stated that “ ‘goods’ includes ‘commodities’.” 

Whilst the word “commodities” was not itself defined, the 
average dictionary states that the synonym of “commodities” is 
“goods” or “merchandise.” 

The Sales Tax Acts are essentially Acts dealing with commercial 
transactions, and if a word descriptive of goods has, when used in 
commerce, a meaning different from its ordinary meaning, then 
the commercial meaning must be attributed to that word. 

Lord Halsbury’s Dictum 

Lord Halsbury has stated that “words in an Act (not being terms 
of art) are primarily to be construed in their popular sense, and 
as they would have been understood the day after the Statute was 
passed, unless such construction would lead to manifest and gross 
absurdity.” 

Falkiner and Whitton 

In Falkiner v. Whitton (1917), A.C., at p. 110, Atkinson L.]J. 
stated in his judgment that “words of common speech should be 
interpreted according to their common and ordinary meaning, 
namely, that which they would bear in ordinary colloquial speech.” 

What, then, in colloquial speech, would be understood by the 
word ‘ ‘goods” ? 
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Dictionary Meanings 

The average dictionary defines “goods” as “wares, chattels, mer- 
chandise,” so that it is necessary to have regard to the commercial 
acceptation of the term, and also to the views taken by the Courts 
in deciding what constitutes a sale of “goods.” 

Definition in Sale of Goods Act 

The New South Wales Sale of Goods Act, 1923, states that 
“goods” includes all chattels personal, other than things in action 
and money. The term includes emblements, and things attached 
to or forming part of the land which are agreed to be severed 
before sale or under the contract of sale. 

Personal chattels means goods, furniture, fixtures and other 
articles capable of complete transfer by delivery, but do not include 
interest in real estate, choses in action, shares and interests in stock 
funds or securities of any Government, or in the capital or property 
of any company. 

Quartly’s Case 

The first case under the Commonwealth sales tax legislation was 
in connection with the Commissioner’s demand for payment of 
tax in respect of sales of materials to builders, etc., by Quartly’s 
Limited. 

The Commissioner’s contention was that sales of building 
| materials by Quartly’s Limited were wholesale sales because they 
were sold for re-sale—i.e., it was claimed that the builder, plumber, 
etc., re-sold the goods. 

The Court dismissed the case, because, under the terms of a 
contract of work and labour, the builder, etc., does not usually sell 
a chattel, qua chattel, but the property in the goods passes in the 
form of a structure. 


Sydney Hydraulic and General Engineering Co. v. 
Blackwood & Son 

The decision in Quartly’s case was in harmony with the judg- 
ment of the Supreme Court of New South Wales in Sydney 
Hydraulic and General Engineering Co. v. Blackwood & Son 
(8 N.S.W., S.R. 10/15), that an agreement to supply a patent 
electric goods lift, erect same to a building, and connect it with the 
supply cables of the City Council, was an agreement to do certain 
work and to supply certain materials, and not an agreement for the 
sale or delivery of goods. 
Position Remedied 

The decision in Quartly’s case meant that, wherever it is con- 
templated by the terms of any particular contract involving work 
and labour that goods shall be installed in or affixed to any land, 
building, fixture or chattel, before the property in the goods passes, 
no sale of goods takes place. Contracts of this class cover a wide 
field of industrial activity, e.g., the ordinary building contract, 
contracts for repairs or for installation of various services in 
buildings, etc. 
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Under the then law, it was not possible to collect sales tax on 
the value of goods manufactured in Australia and disposed of by 
the manufacturer in the course of carrying out any such contract. 
It was fully intended that goods so manufactured and disposed of 
should be subject to sales tax because, although, technically, a sale 
of goods does not take place in such cases, the goods are, in fact, 
disposed of for valuable consideration. 

An amendment to the law was accordingly made by adding to 
Section 3 of Sales Tax Assessment Act (No. 1), 1930-1931, the 
following Sub-Section (4), viz.: 

“(4) For the purposes of this Act a person shall be deemed to have sold 
goods if, in the performance of any contract under which he has 
received, or is entitled to receive, valuable consideration, he supplies 
goods the property in which (whether as good or in some other 
form) passes, under the terms of the contract, to some other person.” 

This new provision operated as from October 5, 1932, but as from 
December 7, 1936, a minor amendment thereto was made by add- 
ing the words, “(not being a contract for the sale of goods)” after 
the word “contract,” first occurring. 

The reason for the amendment was to make it clear that the pro- 
vision did not relate to contracts for the sale of goods. 

The Section, as amended, now reads: 

“3 (4) For the purposes of this Act, a person shall be deemed to have 
sold goods, if, in the performance of any contract (not being a 
contract for the sale of goods) under which he has received, 
or is entitled to receive, valuable consideration, he supplies 
goods the property in which (whether as goods or in some 
other form), passes, under the terms of the contract, to sore 
other person.” 


Second-hand Goods 

On December 13, 1934, the Full High Court decided, in the case 
of Ellis & Clark Ltd. (52 C.L.R. 85) that second-hand goods were 
not subject to sales tax. The words used in the judgment were 
that second-hand goods—that is, goods that have already been 
distributed or gone into use—fell “outside the scope of the tax.” 

The Commissioner contended that, as the legislation did not dis- 
tinguish between new and second-hand goods, tax was payable in 
respect of such goods sold by a registered person, under Sections 3 
and 4 of Sales Tax Assessment Act (No. 2), 1930-1934 (dealing 
with goods manufactured in Australia and sold by a purchaser from 
the manufacturer). 

Dixon J. stated, in his judgment, that “the exact words (in 
Sections 3 and 4) appear to apply . . . . but that the general words 
of those sections should not be treated as applying.” He added, 
“to understand them as applying to such sales of second-hand goods, 
merely because they are ‘goods,’ is to ignore the whole scheme of 
the legislation. . . . 

After considering the effect of the High Court’s judgment, the 
Government decided : 

(a) to amend the law to prescribe the conditions upon which 
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refunds should be made of amounts paid as tax on transac- 
tions in second-hand goods prior to December 13, 1934, and 

(b) to provide specifically for the exemption of second-hand 

goods on and after that date, except in the case of second- 
hand goods leased otherwise than under a hire purchase 
agreement. 

These decisions were given effect to by the following amend- 
ments to the law: 

(a) Refunds of Tax 

The Sales Tax Procedure Act was amended by the enactment of 
Section 12A, which precludes the allowance of any claim for refund 
of amounts paid, prior to December 13, 1934, as or for sales tax in 
respect of second-hand goods, where the claim is not a valid objec- 
tion under Section 41 of Sales Tax Assessment Act No. 1, and is 
based on the ground that the goods are second-hand goods. 

This enactment provides for an exception, in a very limited 
class of case, whereby refunds may be made, subject to the satis- 
faction of certain conditions, of amounts paid in respect of the 
sale, or lease under a hire purchase agreement, of second-hand 
goods. 

Action is to be taken at an early date to test the constitutionality 
of Section 12A of the Sales Tax Procedure Act, and the result of 
the case will be awaited with considerable interest, in view of the 
Government’s admission that an amount of approximately a quarter 
of a million pounds was paid as or for sales tax, prior to December 
13, 1934, in respect of second-hand goods. 


(b) Exemption of Second-hand Goods 
The term “goods” was defined for the purposes of all Sales Tax 
Assessment Acts except Sales Tax Assessment Act (No. 9), to 
exclude “goods which have, either through a process of retailing 
or otherwise, gone into use or consumption in Australia.” For the 
purposes of Sales Tax Assessment Act No. 9 (which has applica- 
tion only to leases of goods), the term “goods” was defined to 
include second-hand goods, as defined above, but provision was 
made in that Act for the specific exemption (as from April 10, 
1935) of second-hand goods (as so defined) leased under a hire 
purchase agreement. 
Repaired Goods 
It should be noted that the expression “second-hand goods” is 
here used in a restricted sense as meaning “goods which have gone 
into use or consumption in Australia by a process of retailing or 
otherwise.” Goods which, in that sense, are “second-hand goods,” 
are (subject to the exception mentioned above regarding the 
leasing of such goods) outside the scope of sales tax even where 
the goods are repaired or reconditioned before sale. 


Second-hand Goods Used as Raw Materials 


Where, however, the second-hand goods were used as raw 
materials for the production of an article which was commercially 
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distinct from those goods, there was no exemption of the article so 
produced. The true test was, therefore, “were the goods in ques- 
tion identical (except for alteration or addition by way of repairs) 
with the goods which had previously gone into use or consumption 
by a process of retailing or otherwise, in Australia; or did they 
constitute a commercial identity brought into existence for the 
first time by operations or processes applied to materials which 
may or may not have previously gone into use or consumption, by 
a process of retailing or otherwise, in Australia?” 

For example, it is conceivable that second-hand goods such as 
casks, stoves or typewriters would be completely dismantled for 
the purpose of being put together again and sold as repaired or 
reconditioned casks, stoves or typewriters. Such goods would not 
have lost their identity merely because of the dismantling and 
the replacement of worn-out parts by others. Hence, the repaired 
or second-hand goods were still classed as second-hand articles, 
and, consequently, not subject to sales tax. 

The following are further examples of repairing or recondition- 
ing processes which did not affect the exemption of second-hand 
goods : 

(a) The re-treading of tyres; 

(b) the re-claiming of oil used by processes designed to remove 

impurities ; 

(c) the re-modelling of jewellery where the re-modelling pro- 
cess did not cause the original article of jewellery to lose 
its identity, as it would, for example, in the case of a ring 
being melted down for the purpose of making another ring 
or other piece of jewellery. 


On the other hand, the making of a cask or stove or typewriter 
from a miscellany of second-hand parts, unidentified with the par- 
ticular goods of which they previously formed part, constituted the 
“manufacture” of goods, and were, accordingly, liable for payment 
of tax. 

Similarly, any processes to worn-out clothing which brought 
into existence articles (e.g., boot polishers in the form of a pad) 
having character which distinguishes them from what are merely 
pieces of discarded clothing, resulted in the manufacture of goods 
subject to tax. But the mere cleansing, removing of hard seams and 
buttons, and the rough trimming to shape of worn-out clothing to be 
used as a cleaning cloth does not result in the production of an 
article commercially distinguishable from what are merely pieces 
of discarded clothing. 

The following are examples of processes which, when applied to 
second-hand goods, were regarded as constituting the manufacture 
of taxable articles commercially distinct from second-hand goods: 


(a) the conversion of a used motor car into a motor truck; 


(b) the making of mirrors, dressing-table tops, etc., from sal- 
vaged plate-glass. 
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It will be pointed out later that, by reason of amendments to 
the law, goods manufactured from secondhand raw materials and 
formerly taxed are now outside the scope of the Acts. 


Imported Goods 

Inasmuch as the expression “second-hand goods” is, as stated 
previously, here used in a restricted sense as meaning “goods 
which have gone into use or consumption in Australia,’ imported 
goods are not free of sales tax, either in respect of importation or of 
any subsequent transaction, act or operation in relation to those 
goods, on the ground that they were imported in a second-hand 
condition (i.e., that they had gone into use or consumption prior 
to importation into Australia). 

In the case of second-hand goods which are imported, the ques- 
tion as to whether or not there has been any use or consumption 
of those goods in Australia, so as to bring those goods within the 
scope of the exemption of second-hand goods, depends entirely 
on whether or not there has been any use or consumption of the 
goods after importation. 


Salvaged Goods 


The limited significance which is here given to the expression 
“second-hand goods” also excludes from that category goods in the 
nature of salvage, which, though they have not previously gone 
into use or consumption in Australia by a process of retailing or 
otherwise, are merely second-hand in the sense that they have 
deteriorated in value because of damage by fire or water. 

The taxability of the sale by a registered person in Australia of 
the salvage of a wrecked ship will depend on whether the ship, as a 
ship, was ever imported into Australia. If the ship was owned in 
Australia, and was engaged in trade between Australian ports, or 
between Australia and any other place or country, it must be re- 
garded as having been imported into Australia when first brought 
to Australia for that purpose. The same position would exist even 
when the ship was owned outside Australia, provided that Aus- 
tralia was the main base for the ship’s operations. If, however, the 
ownership of the ship, and the main base of its operations, were 
outside Australia, it cannot be regarded as having been imported 
into Australia, and, consequently, the sale in Australia by a regis- 
tered person of the salvage of the ship would be subject to sales tax. 


Present Definition 

The High Court’s decision that sales tax was not payable on 
second-hand goods did not have any application to goods manufac- 
tured from second-hand materials. In very many cases where 
goods are so manufactured the second-hand raw materials lose 
their second-hand character in the process of manufacture; for 
example, when scrap jewellery is melted down and used in the 
manufacture of other articles of jewellery. 

In some cases, however, the second-hand materials retain their 
second-hand character, and the products are sold as second-hand 
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goods. A simple instance is where a bicycle is manufactured from 
second-hand bicycle parts. But in some such cases it was almost 
impossible to determine whether the articles are “manufactured” 
articles or merely repaired second-hand goods. In any case, the 
Department was faced with the claim that the taxation of the 
articles was contrary to the spirit of the High Court’s decision on 
second-hand goods. 

The Government accordingly took the view that, because of the 
exemption of second-hand goods, justice was satisfied by the taxa- 
tion of such new material as may be used in the production of the 
articles which are sold as second-hand goods. 

The Sales Tax Amendment Act (No. 78 of 1936) accordingly 
provided for the exemption of goods manufactured wholly or partly 
from second-hand materials and sold as second-hand materials. 

The present definition of “goods” (as amended by the Sales Tax 
Amendment Act) is as under: 

“*Goods’ includes commodities, but does not include: 

(a) Goods which have, either through a process of retailing or other- 
wise, gone into use or consumption in Australia; or 
(b) goods which are sold as secondhand goods and are manufactured 
exclusively or principally from goods which: 
(i) have, whether alone or as parts of other goods, gone into 
use or consumption in Australia; and 
(ii) in the opinion of the Commissioner, in their condition as 
parts of the goods so manufactured, retain their character 
as goods or parts of goods which have gone into use or 
consumption in Australia. 
For the purposes of this definition a container, which is uscd 
for the first time in Australia in the marketing or delivery of goods, 
shall not, by reason of that use, be deemed to have gone into 
use or consumption in Australia until the goods for the marketing 
or delivery of which the container has been so used have been 
removed therefrom for use, sale or other disposition separateiy 
from the container.” 

The amendment was made retrospective to December 13, 1934— 
t.e., the date of the decision of the High Court in the case of Ellis 
and Clark Limited. Those law-abiding taxpayers who, in the 
interim, paid tax in respect of those goods which the Commis- 
sioner regarded as “manufactured” goods, and which are now 
retrospectively excluded from the definition of “goods,” will be left 
lamenting because of the provision of Section 12A of the Sales Tax 
Procedure Act, which provides that no refund shall be made of 
any amount paid as or for sales tax, on the ground that the goods 
in respect of which the amount was paid were not “manufactured” 
goods within the meaning of the Act unless the “tax” was paid 
“under protest” on the ground mentioned above, and unless the 
taxpayer succeeds in an action brought against the Commissioner, 
within six months from the date of payment, for the recovery of 
the amount so paid. 

Here again the result of the High Court’s decision as to the 
constitutionality of Section 12A of the Sales Tax Procedure Act 
will be awaited with interest. 
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Goods Applied to the Manufacturer’s Own Use 


At the commencement of this article I stated that tax was pay- 
able on a “sale value” in respect of goods applied to a registered 
person’s own use. 

In the case of a manufacturer, the prescribed “sale value” is: 


“(a) where the goods are of a class which the manufacturer 
himself sells by wholesale—the amount for which the goods 
would be sold by the manufacturer if sold by wholesale; 
and 

“(b) where the goods are of a class which the manufacturer 
himself does not sell by wholesale—the amount for which 
the goods could have been purchased by the taxpayer from 
another manufacturer if that other manufacturer had manu- 
factured those goods in the ordinary course of his business 
for sale to the taxpayer.” 


Considerable difficulty has been experienced by the Commis- 
sioner in determining a “sale value’ of such goods. Notwith- 
standing that the law intended that all such goods should be taxed, 
it is obvious that, if those goods were never sold by the manufac- 
turer or by any other person, in the ordinary course of trade, there 
was no “sale value” upon which could be imposed tax. 

It is probable that very few taxpayers have taken advantage of 
this defect in the law in regard to past transactions, whilst there 
is no need to do so in connection with future transactions because 
of an amendment effected by the Sales Tax Amendment Act of 
1936. 

This Act provided that “goods manufactured in Australia by a 
taxpayer, and applied to his own use, means goods manufactured 
in Australia in the course of carrying on a business, and applied 
by the taxpayer to his own use, whether for the purpose of that 
business or for any other purpose, and whether or not those goods 
are of a class manufactured by that person for sale, but shall not 
include any goods so manufactured and applied if the taxpayer 
establishes to the satisfaction of the Commissioner that goods of 
the same class and for the same particular class of use are not manu- 
factured in Australia, by the taxpayer or by any other person, for 
sale or for supply to some other person in the circumstances spect- 
fied in Sub-Section 4 of Section 3 of this Act” (see supra). 

It should be noted that, in order to obtain the benefit of the 
amendment, the manufacturer himself must satisfy the Commis- 
sioner that “goods of the same class and for the same particular 
class of use” are not manufactured by any other manufacturer. It 
is to be hoped that, in cases where the provision is applicable, the 
Commissioner will be more readily “satisfied” than he was in 
administering the refund provisions of the law regarding tax paid 
in respect of second-hand goods, where he had to be “satisfied” 
(before the refund could be granted) that the taxpayer had not 
passed the tax on to any other person. 
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Skilled Services 

The following is an extract from the judgments of Rich A.CJ. 
and Dixon and McTiernan JJ. in Federal Commissioner of Taxa- 
tion v. Riley, 53 C.L.R., 69: 


“.,.. there are many vocations and pursuits in the exer- 
cise of which physical things incidentally come into existence, 
and become the property of the client or customer, although 
the essential character of the work is the performance of 
skilled services, and not the supply of things. 

“A conveyancer who makes a will and hands it over to the 
testator; a writer who composes an article for a journal, and 
sends in the transcript; a shorthand writer who transcribes 
his notes and supplies a transcript, are examples. . . .” 


Notwithstanding that “goods” includes “all chattels personal,” 
the painting or drawing of pictures, sketches, drawings, designs, 
etc., merely as artistic conceptions and a communication of ideas 
for reproduction in the manufacture of advertising media, or of 
blocks for printing, does not, for sales tax purposes, in itself 
involve the manufacture of goods. Reproducticns of such pictures 
are, however, goods. 

Where, therefore, an artist paints or draws such pictures, etc., 
and sells them, not for use in the condition in which they are sold, 
but merely as original designs to be reproduced, he is not liable for 
sales tax in respect of the pictures, etc., whether or not he is regis- 
tered, or required to be registered, for sales tax purposes by reason 
of other activities. And where a painter himself (or through an 
artist who is in his employ) paints or draws pictures, etc., for use in 
his own business, he does not thereby become liable for payment 
of sales tax, under Section 18 (3) of Sales Tax Assessment Act 
(No. 1), 1930-1936 (in connection with goods manufactured and 
applied by the manufacturer to his own use), in respect of the 
pictures, etc., so painted or drawn. 

Where, however, any person (whether a commercial artist or a 
printer) sells pictures, etc., for use as advertising media in the 
condition in which they are sold, and not merely as original designs 
to be copied, he is regarded as having sold goods. 

A process which is analogous to that carried out by a commercial 
artist is the copying of original designs on transfer paper or on 
zinc sheets by a lithographic artist, in the same way as a sketch 
would be drawn on paper. The same principles are to be applied 
in determining whether or not the lithographic artist sells goods as 
are applied in the case of the commercial artist mentioned above. 


Sale of Business 
The sale of a business, whether as a going concern or otherwise, 
is affected by sales tax only in so far as it involves the sale by a 
registered person of goods which are not exempt from sales tax. 
Where the business of a taxpayer is transferred to or converted 
into a company, and the agreement for transfer specifies that the 
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consideration for the assets is to be satisfied by the allotment of 
paid-up shares to a specified value, there is no sale, and liability to 
sales tax does not arise in respect of any of the goods transferred. 
If, however, the agreement specifies a separate consideration as a 
sum of money for the transfer of the assets, the transfer is a sale 
involving liability to tax in respect of any taxable goods so trans- 
ferred, even where the sum involved is to be satisfied, either wholly 
or in part, by the allotment of paid-up shares. 

In the event of the dissolution of a partnership, and the continu- 
ance of the business by one of the partners, no tax is payable on the 
transfer of the goods of the business from the partnership to the 
continuing partner. The transaction does not involve the sale of 
goods, there being merely a sale or transfer of an interest in the 
business. 

Assets Which Are Not “Goods” 

In addition to the foregoing, it might be mentioned that assets 
such as book debts, goodwill, patent rights, buildings, roads or 
structures are not chattels, and are, therefore, outside the scope 
of the sales tax legislation. 

It will be appreciated that, in deciding whether or not a struc- 
ture is the subject matter of a sale, it is sometimes necessary to have 
regard to the law relating to fixtures. In this connection the fol- 
lowing account appeared in The Australian Accountant of July, 
1936 (p. 450), of the remarks by Mr. Justice Street : 


“In determining whether or not a chattel had become a fix- 
ture so as to be regarded as part and parcel of the land on 
which the building stood, regard had to be had to the manner 
and degree of the annexation of the chattel to the fabric of 
the building, and, consequently, to the intention with which 
the annexation was effected. His Honour pointed out that, 
in some instances, a chattel might be sufficiently affixed by 
merely resting it upon its own weight on the land, but that 
such cases were rare, and that the jury might well test the 
matter for themselves by asking whether the purchaser of 
such a building as this might well expect the refrigerator to be 
left and passed over after the vendor had removed all the 
furniture.” 


It was reported that, in the case in question, the refrigerator had 
been attached by the wire flex screwed to the terminals in the 
ceiling rose, and the jury gave a verdict for the plaintiff (the mort- 
gagees of a flat), who had demanded the return of the refrigerator. 
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Bankruptcy Section 
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PRIVATE SALE BY TRUSTEE UNDER DEED OF 

ARRANGEMENT—“GROSSLY INADEQUATE” PRICE— 

SALE SET ASIDE AND TRUSTEE REMOVED FROM 
OFFICE 


The necessity for a trustee who sells privately to take all reason- 
able precautions to ensure the best possible price, and the serious 
results which may follow his failure to do so, were exemplified by 
a recent judgment by His Honour Mr. Justice Lukin in the matter 
of a deed of arrangement of H. J. W. Hawkesford, reported as 
follows in the Argus issue of June 8: 


“SALE OF BUSINESS 

“In a reserved judgment, delivered in the Bankruptcy Court yesterday, 
Mr. Justice Lukin found that Douglas Scott, of Albert Street, Ballarat, had 
acted in breach of his duty as a trustee under a deed of arrangement entered 
into by H. J. W. Hawkesford, of Drummond Street, Ballarat. 

“The matter came before the Court on a motion by Hawkesford for a 
declaration that an agreement made by Scott, whereby he purported to sell 
and dispose of a boot-selling business as a going concern to certain pur- 
chasers, was void and of no effect. Hawkesford also asked for an order 
removing Scott from the position of trustee, and for other orders. The 
respondents to the motion were Scott and the purchaser. 

“Mr. Justice Lukin said that in April, 1935, Hawkesford acquired Jago’s 
boot-selling business in Sturt Street, Ballarat, and in that year, through the 
agency of O. H. Glen, solicitor, a lending syndicate lent him £1,500 as capital 
to help to carry on the business. Under the agreement the business was carried 
on until February 15, 1936, when the lending syndicate, through Scott, who 
was trustee for the syndicate, insisted on a deed of arrangement. The business 
had been carried on successfully, and a balance-sheet showed a profit of 
£1,149/7/3 for the seven months ended January 31, 1936. In February, 1936, 
Hawkesford became the debtor under a deed of arrangement, under which 
Scott was trustee, and under which Hawkesford assigned all his property, 
except leasehold properties. It gave power to the trustee to postpone the 
sale and conversion for any period he thought fit, but not exceeding twelve 
months, with the consent of a resolution of creditors, and power to carry on 
the business. Liabilities were stated to be £4,742, which included the lending 
syndicate’s debt. On February 12, 1937, three days before the twelve months 
mentioned in the deed had expired, Scott saw Hawkesford, and, according 
to Hawkesford’s evidence, Scott gave no indication of an intention to sell the 
business. A few days later Hawkesford learned that the business had been 
sold for £2,250. 

“*After very careful consideration, I have come to the conclusion that I 
cannot accept the trustee’s evidence, and I do accept the debtor’s evidence,’ 
said Mr. Justice Lukin. ‘That conclusion applies to all the evidence given by 
the trustee in conflict with that of the debtor. Scott was, I thought, shifty, 
inconsistent, and self-contradictory.’ 


No Financial Interest 
“Mr. Justice Lukin said that there was no evidence to warrant the finding 
that Scott was personally and financially interested in the sale. 
“Mr. Justice Lukin found that the sale of Hawkesford’s business to the 
purchaser respondents had been brought about at a grossly inadequate value. 
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He found that Scott, in exercising his power of sale, had not acted in good 
faith, but had acted in breach of his duty in conducting the sale, and had so 
wilfully and recklessly dealt with the property that Hawkesford’s interests 
were sacrificed. He found also that the purchaser respondents had know- 
ledge of facts and circumstances which rendered the exercise of power 
improper, and had not acted in good faith in becoming parties to the con- 
tract of sale. 

“A declaration that the purchase and sale were void and of no effect was 
made by Mr. Justice Lukin. He made an order setting aside the transaction, 
and directed the respondents to do such acts as might be necessary to restore 
the property to the trustee of the estate. He also made an order removing 
Scott from his position as trustee, and appointing the Official Receiver (Mr. 
W. H. Loughrey) until the creditors appointed a trustee. He granted an 
injunction restraining the respondents from carrying the agreement into 
effect and from taking any further acts or proceedings thereon, and directed 
the respondents to pay the costs of the motion. 

“A stay of proceedings until Friday was granted.” 





FAILURE TO KEEP BOOKS—MORE ABOUT SECTION 

209—POSSIBLY UNCONSTITUTIONAL—“A MATTER 

OF GREAT PUBLIC INTEREST’”—REFERRED TO THE 
HIGH COURT 


The adverse comment which has from time to time in these 
columns been directed to the provisions of Section 209 of the Act 
found support in the arguments recently used before His Honour 
Mr. Justice Lukin when one John Lowenstein was charged with 


having been an offender under the section. 

It appears by the following report from a recent issue of the 
Sydney Morning Herald that the hope for a High Court keel- 
hauling of the section expressed in the June issue of this Journal 
is about to be fulfilled. 

“In view of an impending appeal to the High Court to determine a bank- 
rupt’s responsibility to keep proper books of accounts before his bankruptcy, 
Mr. Justice Lukin, in the Federal Bankruptcy Court yesterday, adjourned 
the summary trial of William John Lowenstein. 

“Lowenstein was charged with having failed to keep books of accounts 
between May 25, 1935, and June 15, 1936, within a period of five years imme- 
diately prior to his bankruptcy. He pleaded not guilty. 

“Mr. G. E. Barwick, for bankrupt, said the words ‘being bankrupt,’ under 
Section 209 of the Act, implied that he was a bankrupt at the time when he 
omitted to keep books of account. There must also be an allegation of intent 
to defraud. He argued that the whole section, 209G, was ultra vires the 
Commonwealth Parliament, for the reason that there was not a bankruptcy or 
insolvency provision within the meaning of Section 51 of the Constitution. 
The section did not require an intent to defraud, nor was there any need to 
allege actual defrauding. At the date when books should have been kept, 
according to the section, there was no valid law requiring the keeping of the 
books. This section of the Act attempted to make that an offence which, at 
the date of commission, was not an offence. It was provided in the Act that 
discharges should be refused on account of the failure to keep books. That 
was a proper bankruptcy provision. It was no part of the bankruptcy provi- 
sions of the Constitution, however, to create a criminal offence in retrospect. 
What Parliament sought to do was to compel every trader to keep proper 
books. The Commonwealth Parliament could not do that directly, and, he 
submitted, it could not do it indirectly. 
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“Mr. Justice Lukin: ‘I understand you want the decision of the High Court 
in these matters ?’ 

“Mr. Barwick: ‘I understand that is the wish of both parties.’ 

“Mr. S. G. O. Martin, for the Commonwealth Attorney-General, agreed. 

“Mr. Justice Lukin said the only way to determine the matter was for it 
to go to the High Court. The present situation was that one Judge had 
said one thing, and another Judge had said another thing, while a third had 
said a third thing. 

“Mr. Barwick said the matter was of great public interest. 

“Mr. Justice Lukin adjourned the summary trial until after the deter- 
mination of the special case fixed for decision by the High Court.” 


Incidentally, it may be observed that His Honour’s comment that 
each of three Judges had said something different from the other 
two is not the least interesting part of the report. It is an unfor- 
tunate feature of Commonwealth bankruptcy legislation that sec- 
tions of the Act other than Section 209 have received different 
judicial interpretations in different States, so that bankruptcy law, 
which should, of course, be common through the Commonwealth, 
in fact varies in some respects according to the particular State in 
which it is administered. 


Since the above was written the matter has come before the 
High Court upon application for an order restraining the Bank- 
ruptcy Court from proceeding further pending full consideration of 


the matter by the High Court. The following is an Argus report of 
the proceedings relating to the order for restraint : 


“The validity of two important sections of the Commonwealth Bankruptcy 
Act will be tested in the High Court as a result of an order nisi issued by 
Mr. Justice Evatt to-day restraining the Judge in Bankruptcy (Mr. Justice 
Lukin) from proceeding with the trial of William John Lowenstein, who is 
charged with having failed to keep proper books of account. 

“When Lowenstein was called for summary trial at the Bankruptcy Court, 
Mr. Barwick (for Lowenstein) announced that earlier in the day he had suc- 
cessfully applied to Mr. Justice Evatt in chambers for an order nisi restrain- 
ing the Judge in Bankruptcy from further proceeding with the trial on the 
grounds that the Judge in Bankruptcy had no jurisdiction to proceed, and 
that Section 217 of the Bankruptcy Act was ultra vires the Constitution. The 
validity of Section 209G was also involved. He contended that, upon the 
true construction of Section 209G of the Bankruptcy Act, defendant com- 
mitted the offence with which he was charged only if he was bankrupt at the 
time he omitted to keep the books of account, and also that it was necessary to 
allege in the charge under the section an intent to defraud. 

“Mr. Justice Lukin adjourned the case to a date to be fixed after the High 
Court’s decision on the points raised had been given. He said it was desirable 
that the matters should be determined by the highest authority. The order 
nisi issued by Mr. Justice Evatt was made returnable on August 9. A special 
case will be stated for the High Court to deal with the points involved. 

“The special case to be stated before the High Court will amount to a 
challenge of the Federal power to legislate in the Bankruptcy Act in respect 
to criminal offences and submissions that in its present form Section 209G 
requires by the words ‘being a bankrupt’ the keeping of books of account only 
after bankruptcy.” 
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THE DOCKER CASE 


A lengthy examination, extending over some ten days, has been 
conducted before the Bankruptcy Court in Sydney in connection 
with the bankrupt estate of K. B. Docker, formerly a member of 
the Sydney Stock Exchange. 

The bankrupt and a number of persons connected directly or 
indirectly with his affairs have given evidence, the principal object 
of the examination having apparently been to enable the Official 
Receiver to get to the bottom of the bankrupt’s involved dealings 
with his own and his clients’ shares in order to determine, as far 
as possible, what is the standing of the Official Receiver himself, 
the bank, and other parties in relation to the shares in which the 
transactions took place. 

At one stage counsel for the E.S. and A. Bank made application 
that the examination be adjourned or its scope limited because of 
litigation in the Equity Court. In making the application, which 
was refused, counsel said that he objected to a dress rehearsal of 
evidence that would be given later in another Court. In view of 
this pending litigation, comment upon the evidence upon examina- 
tion is withheld, but the following extract from the Official Re- 
ceiver’s report may prove of interest to readers, having regard to 
recent Melbourne happenings, and to the question whether specu- 
lation by a stockbroker, having regard to the common practice of 
private dealings by members of that calling, can be said to be 
“gambling or unjustifiable speculation unconnected with his trade 


or business” within the meaning of Section 214. Personal dealing 
by a member of the stockbroking fraternity is (notwithstanding the 
Official Receiver’s views) so much a matter of common practice, 
and the information, good or bad, upon which he buys or sells is so 
directly derived from the conduct of his business, that it would 


ad 


appear difficult to describe his private flutter as being “unconnected 


with his trade or business.” 
The following extract is from the Sydney Morning Herald of 
May 18 last: 


“The Official Receiver stated that the net profits for the full trading period 
to June 30, 1936, were £4,492, against which drawings amounted to £9,975, 
but bankrupt had stated that the disclosed loss of £7,286 for the twelve months 
ended June 30, 1936, was not accurate, being overstated by £4,247. The dis- 
closed profit for the year ended June, 1934, was £8,362. Included among the 
items charged against profits was £1,718, representing losses incurred on 
bankrupt’s private speculations, involving an amount of £9,302. 

“‘Tt would appear,’ said Mr. Nette, ‘that the bankrupt gambled on the 
market rather extensively in shares of a highly speculative nature, and this 
has contributed to his ultimate downfall and to his insolvency. “Playing the 
market” should not be a function of a broker’s business.’ 

“Mr. Nette said that the bankrupt’s private speculations showed a total 
loss of £9,302, but the bankrupt said his actual loss was even greater. The 
bankrupt’s difficulties were attributed to falling markets, particularly for gold 
stocks. He was carrying a large number of clients on forward deliveries, 
and he purchased and paid for scrip, which was lodged with the bank, or 
other financiers with whom he was dealing, as security for advances. As 
the scrip fell in value, demands were made on him to make up the value of 
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the securities to the people financing him, and he gradually became further 
and further involved. 

“This appeared gradually to have led to the practice of lodging as security 
for advances scrip which he had no specific authority to use for such purposes, 
and ultimately the position had been reached when not only was he unable 
to meet his bankers’ demands for additional cover, but also he would have been 
unable to obtain the release of such scrip for delivery to the rightful owners 
if he had been called upon to do so. He had stated, however, that in actual 
fact, no case had occurred, before his suspension by the Stock Exchange, of 
failure to deliver any scrip on demand by clients who required it. 

“Tt appears to me,’ the Official Receiver said, ‘that the bankrupt’s finan- 
cial difficulties are largely attributable to the fact that he was operating almost 
entirely on borrowed money, and was financing clients when he could ill 
afford the accommodation. The bankrupt claims that he followed a recognised 
practice, but it seems to me that there is something inadequate in a system 
that permits of the hypothecation of securities, made out in the names of 
strangers, by a broker without any inquiry by the financing agency—bank or 
otherwise—as to the rightful ownership of such securities.’ 

“Mr. Nette added that on November 13, 1936, the bankrupt had been in- 
formed by his bankers that they could not continue to make advances on the 
security held, and had advised him that it would be necessary to arrange 
future operations elsewhere. As this meant that the bank would not meet 
any further cheques presented against the account, the bankrupt immediately 
reported to the chairman of the Stock Exchange that he was unable to meet 
his obligations, and he had been forthwith suspended in accordance with the 
rules of the Exchange. 

“*So far as I know,’ Mr. Nette said, dealing with the failure of bankrupt 
to keep a trust account for clients’ money, ‘there is no statutory control such 
as periodical audit by competent investigators over brokers who deal with 
large amounts of investors’ money.’ ” 





CORRESPONDENCE 


The Editor, The Australian Accountant 


Dear Sir,—Referring to the article in the bankruptcy section 
of the May issue of The Australian Accountant, relating to the 
affairs of the Producers’ Real Estate and Finance Co. Ltd. (In 
Liquidation), I should be glad if you could take the consideration 
a stage further. It is such a common practice for directors to 
acquire qualification shares that the case has a very particular 
interest to those connected with companies. 

From the facts reported, it appears that the land sold by Mrs. 
Henley to the company was good and sufficient consideration to 
permit of the shares being allotted as fully paid. Providing a con- 
tract was duly filed, setting out the terms of the contract, the 
requirements of the Companies Act seem to have been satisfied. 

Assuming now that the shares were regularly issued as fully 
paid, I am at a loss to understand why the shares lose their character 
of fully-paid shares because of some subsequent happening. Once 
a share is fully paid, it seems to me that it always has that charac- 
teristic. Of course, if the allotment to Mrs. Henley in the first 
place was bad, that is, there was no consideration for the shares 
allotted, or a contract was not filed, then of course the whole trans- 
action is bad, and hence the shares held by the directors in question 
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must be held to be unpaid. As stated earlier, however, there is no 
evidence of this objection. 

In your explanation you appear to jump to a conclusion when 
you state... “The next step is, however, a little disconcerting. 
Eight hundred of the shares are transferred to the promoter for 
his services in promoting the company.” This does not appear 
disconcerting to me. As stated previously, if the shares were good 
from the commencement, how can they lose that characteristic and 
cause a subsequent holder to be disconcerted ? 

Section 200 (1) (d) of the New South Wales Companies Act 
1936 states : 

“In the case of a company limited by shares, no contribution 
shall be required from any member exceeding the amount, if 
any, unpaid on the shares in respect of which he is liable as a 
present or past member.” 

This seems to fix the limit of liability of any person holding shares 
in a company, and if the shares were properly allotted in the first 
instance as fully-paid, it seems that no further liability can attach 
in respect of them. 

I should be very pleased if you could discuss this case more 
fully, and, if necessary, quote sections of the Companies Act (pre- 
sumably the Victorian Act) which allowed the liquidator to take 
the action in the first instance. 

Yours faithfully, 
“A.LC.A.” 


Comment by the Bankruptcy Editor 

“A.I.C.A.” assumes throughout his letter that the shares were 
found to have, by some unexplained process of law, lost their fully- 
paid quality. Such was not the case. The report of the case set 
forth in so many words that the liquidator’s proceeding was against 
the directors for “compensation for misfeasance’” for accepting 
shares without payment. These words, “compensation for mis- 
feasance,” imply that the proceeding was in the nature of an action 
for damages for breach of duty, and as explained in the commen- 
tary, the breach consisted of acceptance by the directors of a profit 
or advantage (in the form of fully-paid shares) other than the fee 
fixed for their remuneration. There was no question of any 
uncalled or unpaid liability on the shares, and the sum assessed 
against each of the directors was not in any sense by way of con- 
tribution of capital. On the contrary, the shares were clearly recog- 
nised as fully-paid, for their par value was taken as the amount 
which the directors had improperly accepted by way of profit or 
advantage, and which was assessed as damages against them. 

The following passage in the May commentary upon the case 
should have sufficiently informed “A.I.C.A.” that the decision was 
not, as he assumes it was, based upon any finding that the shares 
were originally not fully paid, or that they subsequently lost that 


status. 
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“Tt is to be noted that the damages were not assessed upon 
any ground that the shares had not been fully paid up, or that 
the subscription for them had not been received by the com- 
pany. They were assessed apparently upon the basis that the 
fully-paid value of the shares was the amount of profit or 
advantage which the directors had improperly derived, and 
which the company had suffered in damage.” 





We have received the following enquiry from a correspondent 
who signs himself “Banker” : 

“Upon receipt by a creditor of a lawyer’s letter requesting 
his attendance at (‘a meeting of creditors to discuss debtor's 
financial position’), can it be assumed by a banker that an act 
of bankruptcy has been committed by the debtor? 

“The words in parentheses was the actual phrase used in 
the letter, and of course the result of the meeting was not 
known. Your opinion, published in the next issue of our 
Journal, would be very much appreciated.” 

To which the Bankruptcy Editor replies that the functions of these 
columns are merely to report and comment, and that no attempt is 
made to reach the altogether higher altitude of legal advice. He 
adds, however, from the point of view of practice, his opinion that 
to act upon the assumption that a notice of the kind came within 
the meaning of Section 52 (k) would be considered by the average 
man of commerce as unsafe, and by any banker as a _ mental 
aberration. 





Cost Accountancy as Applied to Motor Transport 


By H. W. MI ts, a.F.1.a. 
Officer in Charge Transport Section, G.P.O., Melbourne 


In his article in the May issue of the journal, Mr. Schumer has 
outlined the accountancy principles relative to the operation of a 
transport fleet so well that he leaves little opportunity for further 
contribution to the subject, except in the form of discussion of 
methods of achieving the objectives. In this connection a brief 
description of portions of the procedure developed by the Post 
Office may be of interest. 

The transport fleet associated with the Post Office in Melbourne 
bears some resemblance to that of the Perth City Council in that 
the fleet consists of 100 vehicles of many different types and the 
work performed is varied. The problems met with should there- 
fore be somewhat similar. 

It has been found that the only logical method of distributing 
costs is on the basis of separate charges for the use of the vehicle 
and the services of the driver. The fact that no definite relation 
between the period of employment of the driver and vehicle and 
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the mileage run by the latter could be established rendered it 
impracticable to distribute costs on either a mileage or time basis 
to cover the whole cost. 

Suspense accounts are maintained to record labour and vehicle 
costs respectively and these are suitably subdivided. “Earnings,” 
in the form of transfers, are credited to these accounts, and provi- 
sion is made for the accumulation of reserves to meet the cost of 
replacements and to facilitate an even distribution of repair costs 
over the whole mileage life of the vehicles. Vehicle costs are 
recorded against individual units and also against groups of 
vehicles, but earnings are credited to the groups only. These 
groups are based on types and capacities of vehicles and, as they 
are standardised throughout the Commonwealth, valuable cost and 
petrol and oil consumption statistics become available for purposes 
of comparison. Repair costs are further subdivided into convenient 
mileage age groups within the larger classification of groups, thus 
permitting comparisons on a common mileage life basis between the 
several makes of vehicles in use and between similar vehicles 
operating in different localities. 

Petrol and oil consumption and mileages are recorded on a sheet 
in accordance with the rulings shown below, covering the period 
of a fortnight, and, as every vehicle tank is filled daily, close super- 
vision over petrol consumption is maintained. 


Petrol, Oil and Mileage Record 





Purchases Total Miles 
on road | Quantities per Gal. 


Vehicle No. | Date | | 
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Speedo Reading 
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Speedo Readinz 


Petrol 




















Daily Total Issues 











Tank Meter Readings 


























Transport operations fall into two classes—routine and casual. 
The former includes all jobs which involve standard driving times 
and mileages each day and the latter ail other classes of work which 
are performed only upon demand or which constitute variations 
from the normal routine. The basis of recording and classifying 
labour and mileage according to the work performed is the 
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Driver’s Daily Service Report, a sample ruling of which is indi- 


cated hereunder: 


No. 


DRIVER’S DAILY SERVICE REPORT. 


Name 
Speedo. Readings. Start 


Date 
Finish 





Vehicle Description and 
No. Particulars of Service 


Time 
Spent 


Miles 
Run 


Standing 
Job Order 
No. or 
Special 
T’port 
Order No 























Petrol 
Received. 


Signature... 





This is supplemented by a Transport Order to cover each item 
of casual work. The form is prepared in quadruplicate and is filled 
in at the garage office at the moment a request is received for 
service. It contains precise instructions for the driver allotted to 
the job; the classification or job number against which charges are 
to be debited and provision for a receipt to be obtained for per- 
formance of the service. Following is a sample ruling: 


Order placed DyY........ccccccccsun 
Order received by.......... 


Particulars of Service Required. 
Purpose of Journey 
No. of Passenger.................. 
Material or Equipment 
Places Visited.. 


Vehicle No... 


Transport Order No. 
of 


Date... 
Date. 


Type 


Time 


Time 


Branch 





Classfn. 


A/c. No. 


or 
Job. No. 





Time Occupied |Signature of Officer 
Accepting Service 











Mileage 





Charges 


(For Office use only) 


Hrs. 
Miles 


Total .. 





Signature of 
Driver 





Three copies of the Transport Order are passed to the driver 
and, after being completed by him as to time and mileage, etc., 
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they are attached to his Daily Service Report and handed in before 
ceasing duty. The fourth copy is retained in the garage office for 
reference purposes. 

All Daily Service Reports and Transport Orders are checked 
against time cards and speedometer readings to ensure correctness 
and are certified by the foreman in regard to the reasonableness of 
the work performed in relation to the time spent and mileage run. 
Routine services are summarised under convenient headings and 
the total time and mileage for each type of routine work is trans- 
ferred to a Transport Order. At this stage all services to be 
charged out are included in Transport Orders. The costs are 
then entered—labour according to the time occupied and vehicle 
usage at the average cost per mile for the particular class of 
vehicle. The original of each Transport Order is sent to the head 
of the branch for whom the work has been performed, in order that 
he exercise a check over the use of transport on his behalf. From 
the third copy is prepared an abstract which is regarded as a 
journal entry debiting the works or services in respect of which 
transport was employed and crediting transport working accounts 
—labour and vehicles. 





Expiration of the Mortgagors Relief Acts 
(South Australia) 


By W. ANsTEY WYNES, LL.D., 


Lecturer in Elements of Law and Commercial Law II in the 
University of Adelaide. 


The special legislation passed in 1931 to relieve mortgagors 
under depression conditions and extended in 1933, 1934, 1935 and 
1936, expired (in the sense hereafter mentioned) on June 30 last. 
In order to understand clearly the present position it will be as 
well to summarise shortly the history of the legislation. 

The original, or principal Act, came into operation on December 
5, 1931, and provided for applications to be made by mortgagors 
for orders postponing the date for repayment of principal moneys 
until any date not later than September 1, 1933. 

Any mortgagor who had complied with all the terms and con- 
ditions of his mortgage (except those relating to payment of the 
principal), was entitled to apply, it being also provided that if 
the mortgagor had actually paid the amount of interest due at the 
date of application, although any such interest had not been paid 
within the time fixed by the mortgage, he should be deemed to have 
complied with the conditions relating to payment of interest. 

The application was made to the appropriate Local Court, whose 
duty was to consider the position of all interested parties, particu- 
larly whether the applicant would, if an order were made, have a 
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reasonable prospect of fulfilling his obligations; further, regard 
must be had to whether the security were of a wasting nature. 
The order of the Court was to be final and conclusive. 

The Act also made provision for various incidental matters. 

Thus, it was provided that no proceedings should be taken by 
any mortgagee under his mortgage between the date of commence- 
ment of the Act and June 1, 1933, in respect of breach of covenant 
for repayment of principal, without giving two months’ notice to 
the mortgagor, so that the latter should be enabled to apply for 
relief. 

If a mortgagee had entered into possession but had not sold or 
foreclosed, the Court could, after due consideration, order the 
mortgagee to vacate the land and grant relief. 

The benefit of the Act could also be claimed where a mortgagee 
had obtained a judgment against the mortgagor, provided that 
interest on the mortgage debt or judgment were duly paid and 
continued. 

A guarantor of a mortgage debt was entitled to join in proceed- 
ings for relief, or to be made a party thereto at the request of the 
mortgagor, but any order or agreement made in the absence of 
a guarantor was not to affect either his liability or his right to 
proceed forthwith against the mortgagor if he repaid the mortgage 
debt. These provisions were applicable also in cases where the 
mortgaged land had been transferred and the original mortgagor 
was called upon to pay the principal under the personal covenant. 

Trustees were empowered to extend time for repayment of 
principal in accordance with the Act, by agreement in writing. 

Every mortgage was to be construed as though varied by any 
order or agreement under the Act and any proceedings taken in 
contravention of the Act were to be void. But if a mortgagor made 
default in payment of interest or in any other condition of his 
mortgage (except as to payment of principal) the mortgagee could 
apply for rescission of the order which could be granted by the 
Court after hearing the parties. 

Such, in brief, were the provisions of the principal Act. It was 
extended in 1933 by the Mortgagors Relief (Extension) Act (No. 
2112, assented to August 3, 1933), which provided for the automatic 
extension of existing orders for one year and empowered mortgagors 
to apply for relief at any time up to September 1, 1934. This Act 
also empowered mortgagors to apply for relief in cases where 
mortgagees had commenced proceedings before the commencement 
of the principal Act unless the mortgagee had sold or let the whole 
of the land. Consequential amendments to the principal Act were 
also made. 

The Act was further extended in the years 1934, 1935 and 1936, 
but was not extended again this year. The result of the last amend- 
ment is as follows: (1) Every order made under the principal Act 
is deemed to have postponed the time of repayment of principal 
for a period of three years and ten months after the date mentioned 
in the order; (2) every order made after January 1, 1933, and 
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before the commencement of the 1934 Act is deemed extended 
for a further period of two years and ten months; (3) every order 
made under the 1934 Act is deemed extended for one year and 
ten months; (4) every order made under the 1935 Act is deemed 
extended for ten months and (5) no extension is made with respect 
to orders made under the Act of 1936, but (6) by the last amend- 
ment application could be made by any mortgagor for a further 
extension up to June 30, 1938, at any time before June 30 last. 

In the result, the legislation has, in its actual effects, not neces- 
sarily “expired,” because in the case of those mortgagors who 
applied for and obtained relief under the last amendment, the 
protection guaranteed by the Act may extend to June 30, 1938. 
After that date, the protection will, unless a further amendment is 
introduced, which does not seem likely, automatically lapse and 
mortgagees will be in a position to take proceedings in the ordinary 
way without regard to the provisions of the Act. Thus notice of 
sale may be given, applications for foreclosure made or continued, 
execution may be issued on judgments stayed under the Act and, 
in fact, all the rights and powers of mortgagees may be exercised 
and continued. Jt will be the duty of trustees to proceed without 
any delay, for they are in a special position differing from that of 
ordinary persons, in that they have the rights of their beneficiaries 
to consider. Guarantors will, of course, where they were parties 
to any orders or agreements, be liable on the due date for the 
amounts of the guaranteed debts, the Act having so provided in 
order to meet the rule that an extension of time to the principal 
debtor will in ordinary circumstances release a surety unless he 
has agreed to the extension. But it should be noticed that only 
those mortgagors who applied for and obtained relief under the 
amendment of 1936—i.e., between August 27, 1936, and June 30, 
1937—are protected beyond June 30 this year, since the automatic 
extensions all expired on that date. 

Of course the “expiration” of the Act will not affect the provi- 
sions of Section 4 protecting mortgagors who transferred their 
land to persons who subsequently obtained protection under the 
Debt Adjustment Act 1929, or the Farmers Relief legislation. 

Lastly, it may be as well to point out that the Act did not apply 
to any mortgages of the following classes: (a) A mortgage to the 
Crown or any person or body representating the Crown; (b) a 
mortgage to secure a bank overdraft ; (c) a mortgage to a merchant, 
manufacturer, or mercantile manufacturing or trading company, 
s“curing the balance of any moneys due by a customer for goods, 
services or money lent; (d) a mortgage from a member to a 
building society or Starr-Bowkett society, etc.; (e) any mortgage 
made after commencement of the Act (i.e., December 5, 1931). 
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Psychological Determinants of Proficiency 


By C. A. Grss, B.A., 


Assistant Lecturer in Psychology, University of Sydney, 
and formerly Assistant Research Officer, Department of Education 


A lecture delivered to the Commonwealth Institute of Accountants 
and the Commonwealth Accountants’ Students’ Society, 
Sydney, June, 1937 


Technical as my title sounds, I would assure you that I shal! not 
be technical. I have striven to present some of the interesting 
findings of psychology, but it has been my aim everywhere to link 
these to the attainment and maintenance of proficiency. 

The means of attainment of proficiency in any profession where 
more than mediocre intelligence is demanded are almost universally 
set down as interest, application, study, and so on. Without in any 
sense questioning their great efficacy I want that you should look 
deeper into the working of the human mind to see the real elements 
of which they are, to some extent, the manifestations. 

I would remind you that the old concept of what psychology 
treats has recently grown to some extent. Formerly psychology 
was the study of mind or consciousness. Modern psychologists 
will, however, not be so restricted. They probe the “unconscious,” 
that vast amount of knowledge we have, but of which we are not 
immediately aware, as well as the conscious; and being unable to 
separate “mind” as an entity from bodily reactions, they have come 
to define their science as the “study of any organism in the way 
that it adjusts itself to its environment.” If this adjustment is 
inadequate then the psychologist seeks a cause. A student failing 
at an examination, and the man failing at his job, exhibit just 
such lack of adjustment, the real cause of which must be sought. 
The concept of causal relationships is of utmost importance. The 
advance of science is measured by the causal relationships it estab- 
lishes. We no longer fall on our faces in the dust at sight of an 
eclipse of the sun, because science has shown us a cause. We no 
longer regard the rainbow as a sign suspended from the heavens, 
because physics has shown us the spectrum, and the rainbow has 
come to mean simply sunlight upon rain. The contribution of the 
science of psychology has been to reveal the causal relations in 
human behaviour. No more does the priest call upon the fiend to 
leave the body of the raving madman, because psychology has 
shown him that the cause of insanity is a disintegration of per- 
sonality that has taken place from within, rather than the possession 
of the body by an outside force. So, too, psychology can, in most 
cases, show the cause of educational and vocational failure. It will 
be my endeavour to build up such a causal explanation very 
briefly. So briefly, I fear that you will feel like the tourist who 
said that he was whisked so quickly through the farms of Ireland 
that he felt like a “wog” in an Irish stew. 
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Many laymen seem to think that anyone can do about the same 
quantity and quality of work, provided he tries hard enough. Upon 
such a view failure is blameworthy. Modern psychology, almost 
without exception, would replace blame with sympathy. This is no 
implication of a predestination with a cut and dried life for each 
of us. I don’t mean sympathy in the sense that our lives are 
inevitable and we cannot escape them; but so often an individual 
is blamed for behaviour which is the outcome of conditions not 
within his control. Psychology would reveal these conditions and 
assist him to a re-education and subsequent self-control. Things 
are not as the famous Declaration has it that “all men are created 
free and equal.” If the words were changed to apply to psycho- 
logical principles, it would have to be worded somewhat as follows: 
“Men are born with vastly different abilities and these manifest 
themselves increasingly throughout life’ (R. W. Husband: Applied 
Psychology). It is the parable of the talents over again—he to 
whom are given five returns with ten. 

Everyone readily admits wide differences of ability to run, play 
golf, sing or act. Not so with intellectual ability. Here the fallacy 
of potential equality persists because of hesitancy on the part of 
administrative advisers to discourage parents in regard to ultimate 
possibilities of their offspring. Fundamental lack of ability is 
explained delicately as due to lack of application, slight slowness 
in comprehension which will probably be outgrown at puberty, the 
“slow-but-sure” superstition and similar fallacious arguments. The 
fact of individual differences must be faced, it cannot be glossed 
over without causing injury to the persons involved. Intellectual 
honesty is essential. People must be honest with themselves and 
with their children, with other people and other people’s children. 
I know this factor intelligence has come to be emotionally toned— 
we do not like to have less than average ability, and we do not like 
our children to be “dull.” We regard this as some sort of reflec- 
tion upon the parent and that is an attitude only a sounder know- 
ledge of the laws of heredity can combat. It must be recognised 
that the social system provides a place for all grades of intelligence 
except the mentally helpless, and that the place an individual fills 
is not independent of his intellectual ability. Intelligence is prob- 
ably the most important single factor in vocational success: if one 
has not the requisite ability, he cannot succeed. It has been recog- 
nised for many years as contributing materially to scholastic 
achievement, but for one reason at least it is more important in 
business than in the academic situation. In school, a large amount 
of free time will enable persistence to compensate for lesser intelli- 
gence. In business we all work an eight-hour day and he who gets 
most done in the time is most successful, provided, of course, the 
quality is the same. 

Obviously, the first determinant of the attainment of proficiency 
in any profession is the possession of the requisite intellectual 
ability. You cannot be an accountant if you haven’t sufficient 
intelligence to master the principles involved in accountancy. Here 








444 THE AUSTRALIAN ACCOUNTANT JULY 


we come to vocational guidance. People do not know what their 
capabilities are. They do not know where in the scale of intelli- 
gences they stand. (And it is not to be thought that intelligence is 
the sole criterion of vocational guidance.) Young people choosing 
a career do not always know what is involved in the career, they 
do not know the factors that make for proficiency. 

What is necessary is for the individual to find out all he can of 
the requirements of the projected vocation and to match his own 
capacities and interest with these, to see if he is well fitted for that 
profession. In this he should use not only his own resources but 
should have guidance by a vocational counsellor or any other 
person who is fitted to judge him and is acquainted with the 
occupation. Such a service of advice is available in this State at 
the Australian Institute of Industrial Psychology, which is under 
the honorary direction of Dr. A. H. Martin, its founder and the 
pioneer of vocational and industrial psychology in this country. 

The fundamental principle underlying the ideal type of guidance 
is to let the individual find his own vocation. One may advise him 
that the conditions to be met in certain professions are not such as 
to enable him to function at the highest level of efficiency of which 
he is capable, or to allow him to enjoy himself while at work as 
much as his personality and interests should allow under conditions 
of proper choice of vocation. This type of guidance is largely 
negative; one tells the individual whether or not he is suited for 
taking up work in a field he proposes. Positive guidance is more 
difficult; it is practically impossible to tell a boy that he should 
become a lawyer, a bricklayer or a salesman, in as many words. 
However, assistance can be given in this choice and he can be 
directed toward certain groups of occupations and away from 
others. 

Those persons and institutions which offer expert vocational 
guidance and advice have made it their business to study available 
occupations. These they have analysed according to an appropriate 
plan so that they are able to know the factors involved in proficiency 
in each vocation. The psychologist is not versed in the technical 
detail of the job; nor need he be. He, like an accountant, enters 
a situation with a certain body of principles and a certain method of 
procedure, and he, again like an accountant, achieves results. It 
may be argued that the procedures of accountant and psychologist 
in this regard are not altogether analogous, because the accountant 
deals with figures which are more or less immutable; while the 
psychologist depends upon a subjective estimate. Such criticism 
loses its validity in so far as the psychologist has constructed, and 
is constructing, measuring devices comparable to mathematics, 
though as yet by no means so rigid. These devices are his mental 
tests. 

The procedure involved in the construction and interpretation 
of such psychological tests merits some consideration. Primarily 
it depends upon the common straightforward method of sampling. 
Some of you will be familiar with this method as applied to mining, 
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r where the assaying of a quantity of ore is simply the refinement of 
x a sample of that ore. Others of you will know that if you are 
S buying wheat you determine its quality by examining a sample 
g taken from somewhere in the middle of any bag. Jt is important 
y that the sample should be taken at random in both these cases. 

Should you take your wheat from the top of the bag, it may be 
sf that the larger grains have all worked their way to the top and that 
n you will pay for something you are not really getting. When, how- 
it ever, you have sampled at random, you then conclude that the rest 
it i of the wheat will be about the same quality and you pay on that. 
11 | Psychology proceeds similarly. It considers samples of human 
e @ conduct and these constitute its mental tests. No psychologist 
it | claims infallibility for these tests any more than does a worker in 
+: | any other scientific field. We have all seen a chemical or a physical 


.e | experiment that went wrong or failed to go at all. But it may be 
= claimed that the application to test results of modern refined 


“e statistical methods yields measures which have a high probability 
1 of accuracy. 
is EF Having constructed tests which adequately sample human con- 
h | duct the psychologist is faced with the problem of interpreting 
1s | them. The method of sampling is again resorted to. He must 
is || know what sort of results individuals of known capacity would gain 
ly on the test. Ideally he should test everybody within the range of 
xr | the test. Since this is impossible he selects a group at random, 
re |§ taking care, however, that it is reasonably representative of the 
id @ whole population. Clearly, if a sample of the population’s intelli- 
s. gence is required, the group may not be selected entirely at’ the 
ye University or in a home for defectives, each of which represents an 
m extreme degree of intellectual capacity. When the psychologist 
knows the performance on his test of this representative group his 
al test may be standardised. It may then be applied to other groups 
le and their performance may be compared with that of the repre- 
te sentative group. Let me reduce this to concrete terms. A psycholo- 
cy gist formulates a test intended to measure clerical ability, or the 
al § capacity to make a successful clerk. But before he can say that his 
rs | test does measure clerical ability he must try it out on a number of 
of ™ clerks of varying degrees of proficiency. Provided his test results 
It @ place the clerks in a similar order of proficiency to that in which 
ist they are known to be it may be said to be a valid measure of 
nt clerical ability, and may then be applied to other groups of 
he unknown capacity. Knowing the scores made by the good and the 
m not-so-good clerks, the psychologist is then able to estimate the 
nd probability with which any individual taking the test will make a 
-s, @ success of clerical work. If the group of clerical workers make 
‘al @ scores on the test between 150 and 200, then obviously an indi- 
® vidual who scores only 80 has a very poor chance of becoming 
on ( a successful clerk, and should be guided into another more suitable 
ily vocation. There, in essence, you have vocational guidance. But, 
ig. again I must remind you that guidance does not depend on one 
ig, factor, nor upon two, but upon a large number. 
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Einstein, Galsworthy and Mussolini may each be a genius. Each 
may rank high in intellectual ability; but it is humorous to think 
of Galsworthy formulating a relativity theory, of Einstein as dic- 
tator of Italy or of Mussolini writing the Forsyte Saga. There 
are other qualities than intelligence which differentiate these men. 
Einstein has not the qualities of leadership so much as mathematical 
ability. Mussolini is a great leader; while Galsworthy is predomi- 
nantly a linguist. In addition to the factor of intellectual ability, 
there are special traits which may or may not be possessed by each 
of us in varying degrees. We cannot all be accountants, because 
yey} YoY soinsy yyw Azyory e ‘AjYIGe Joquinu e jou sAeYy aM 
particular vocation demands. On the other hand, it may be that 
you, as accountants, would not make good newspaper men, because 
that vocation demands a great facility in use of language, which 
the accountant needs hardly at all. Again, I may not be far wrong 
if I say the accountant, despite his superior number ability, could 
not in general become an engineer, because there a special trait 
—ability to deal with space and form relationships—is necessary. 
Another trait needed by the engineer is the ability to use his hands 
deftly. This the psychologist calls motor ability. These single 
factors are all important in any individual from the point of view 
of his right vocation. It would be idle for an individual with out- 
standing development in any one direction to enter a vocation 
where that trait is of no importance, for it is that special ability 
which represents his chance of rising above the ruck of mediocrity. 

There is another side to the individual, beside those special 
mental factors, which has already been hinted at by the statement 
that Mussolini is a great leader. This is the side of temperamental 
factors or personality. In introducing this topic as a determinant of 
proficiency may I quote from an article by Donald Laird, an 
American psychologist. He says: 

“T called at an office to renew an old acquaintance a short time ago. 
While waiting in the reception room I noticed the secretary greeted each 
visitor with a marked lack of interest. She made a very poor contact 
for the firm in contrast with the comfortable furnishings of the room. 
I mentioned this to my friend. After some thought he told me that he 
could recall that since this new secretary had been on duty in the reception 
room, he had noticed each caller seemed to be mildly antagonistic. 

“He tried the experiment of placing a general clerk who liked meeting 
people in the reception room and has written me that the change in the 
attitude of visitors is so noticeable that he is almost inclined to believe in 
this psychology stuff.” 

Personality does contribute to proficiency. This aspect of an 
individual’s make up is somewhat different from his various abili- 
ties. It is not a matter of ability that one person likes figures and 
machines, while another is happiest when dealing with people. It 
is not ability that determines that one man should be moody, un- 
stable, alternately flying into fits of anger and despair, while 
another goes along very calmly, apparently unruffled by the most 
serious crises. Yet vocationally this factor of temperamental 
stability is important and the psychologist must have a measure of 
it. Then comes the factor of which the two extremes are extra- 
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version and introversion. This is probably the best known of all 
personality descriptions and is most useful in vocational guidance. 
Literally these terms mean that one’s thoughts are turned outward 
and inward respectively. In broad terms, the introvert is the 
scholarly type of person who is interested more in thoughts and 
concepts than in persons; he is the fellow who turns his thoughts 
frequently upon himself, is shy and self-conscious. The extravert 
is the social mixer, who loves to be in a crowd, makes friends easily, 
is probably boastful, criticises others rather than himself; though 
he is usually more careful not to hurt their feelings than is the 
introvert, who will probably tell the truth irrespective of conse- 
quences. Such traits are vocationally important. Laird has sug- 
gested that accountants and research men whose duties demand 
careful attention to objects should be introverts; and that salesmen 
and executives, who have to handle people, are better fitted to these 
tasks if extraverts. Many vocations have duties which demand 
activities agreeable to both classes of personality, rather than 
exclusively to one or the other. A personnel manager has many 
duties involving handling people, and yet research work is an essen- 
tial part in advancing efficient methods within an organisation. In 
so far as the commercial accountant must also be an administrator 
and the public accountant must make personal contacts, the same 
may be said of accountancy. A general physician has to be some- 
what of a scholar; but will not be eminently successful unless he 
has qualities of sympathy and ability to get along with people who 
are sick and in trouble. No person is at the extreme end of the 
scale in all characteristics and no more than a few occupations 
demand extreme introversion or extraversion. The point to con- 
sider is how far one individual is toward one end of the scale or 
the other, or whether he is about midway and so classifiable as an 
ambivert. 

The proficiency any individual will achieve in his job will depend 
first on those factors I have already mentioned, and then on two 
others which may be linked to personality—namely, tenacity of 
purpose and interest. An experiment upon the former of these 
made by measuring sustained hand contraction against a spring 
showed that, as Dr. Martin puts it: “In a school group of poor 
quality two types existed. One section had poor intelligence but 
average persistence, but the others were of average or higher 
intelligence with low persistence. They had each achieved the 
same low level of school success. We may take it, then, that from 
actual experiment tenacity of purpose actually does contribute an 
important factor in academic success and we may consider that 
the trait likewise is an influence in social and commercial success.” 

Interests constitute another important aspect of personality and 
must be added as considerations of importance in the determination 
of proficiency. No matter how well fitted a person may be for a 
position as far as his ability and training are concerned and no 
matter how well other aspects of his personality seem to indicate 
potential success, he will feel unfitted and will probably not be 
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highly successful if he is uninterested in dealing with the types of 
problems that come up. Interest, drive, effort and success seem 
correlated to a considerable extent. Each person has different 
interests from others; that is, each one derives satisfaction from 
doing different things from those which other persons enjoy. So 
our task becomes that of fitting a person into whatever vocation 
seems to appeal most to his interests and allowing him to develop 
in the line of work he most enjoys. One person may prefer golf, 
another tennis, and a third hockey. One collects stamps, another 
reads history for recreation. Vocational choice goes the same way. 
We choose to become a doctor, a lawyer, a salesman, a mechanic, 
because of real or apparent advantages offered. Interests are not 
to be regarded, however, as major criteria of selection; but they 
must be allowed to colour the decision. Furthermore, it is known 
that interest and ability are generally very much interwoven; 
superior ability carries interest along with it, so that the psychologist 
is afforded just another guide upon which to base his vocational 
advice. 

With all these measures and guides at his disposal the vocational 
counsellor next needs, for expressing abilities, a method which will 
enable a quick comparison. “For any individual we may present 
his comparative results in each of the types of tests by means of 
a psychogram. On the left is the name of the trait, while to the 
right is shown a compartment where the score may be marked. 
When these points are joined up we have an irregular line styled 
the individual psychogram or profile.” Here are two typical pro- 
files for a salesman and an accountant (where the lines are broken 
the particular traits so denoted are not essential) : 

The first is a psychogram for an accountant—and there I have 
to confess that no research work has been done among accountants. 
It has been worked out at what would probably be a typical 
psychogram for an accountant. The words on the left are the 
various traits concerned and the graph is divided into five divisions. 
The centre one shows the average; those to the right, plus to 
good; and those on the left, minus down to poor. For the 
accountant, intelligence must be good; language need not be so 
good; but number must be high. You will see that space and form 
is average; while mechanical construction is definitely low but 
these are not essential. Coming to the personality factors, per- 
sistence must be high; stability above the average; and the intro- 
version and extraversion on the middle or average line. 

Compare that with the typical profile for a salesman. Intelli- 
gence is lower, language ability is, on the other hand, much higher; 
and these are naturally two things he requires. Number, space, 
form and mechanical construction and hand movement are of less 
consideration. Persistence is very high, as is stability; while he 
is definitely an extravert. 

It is thus that the psychologist expresses the information he 
gleans about the requirements for particular vocations. Each 
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vocation has its typical psychogram. One may then take the profile 
of a particular individual and compare it with these “model pat- 
terns” till one finds the nearest accompanying match. It is when 
there is considerable unevenness in this matching that interest and 
education must be admitted as guides to decision. Such is the 
work of the vocational psychologist. 

This discussion of vocational psychology will, I hope, have given 
you some insight not only into the important work in vocational 
guidance that is being done but also into the great number of forces 
which tend to make or mar vocational proficiency even before the 
individual is safely launched upon specialised study for his profes- 
sion. According as that one and important choice of a profession 
is good or bad, so is the individual setting the stage for vocational 
success or failure—whether that failure becomes evident during his 
training or in lack of happiness and success in the practice of the 
profession. 

Study 

Now, with nothing to link it to a discussion of vocational guid- 
ance other than its effect upon proficiency, some attention might 
be given to study and study habits. The majority of you are 
students, whether for preliminary or for higher qualifications, and 
to students increased efficiency of study is of some concern. 
Whether you are, at present, a successful student or whether you 
find difficulty in making the grade, if you have sufficient foresight 
and ambition to want to improve your standing, to want to get 
more out of your study time by a more efficient use of your mind, 
then the psychologist has several general suggestions for your con- 
sideration. He cannot show you any infallible plan of study or 
memory system for now, as 2,000 years ago Aristotle told 
Alexander, “there is no royal road to learning.” “Learning 
is an active process”; little of value is soaked in by mere 
contact. James Mursell, in his Streamline Your Mind, mentions 
an experiment in which “a class of college students had a list of 
twenty English words written on the blackboard before them. The 
members of the class were asked to copy them down. Then, with- 
out any warning having been given, they were told to cover up the 
words and write them out from memory. A few days later the 
experiment was repeated with another word list; but now the class 
was told that they would be asked to recall them. This was the 
only change made, but the students remembered 30 per cent. more 
of the words.” With no alteration except in the critical factor 
of an active attitude, a will to learn, the whole memory process was 
made more efficient. Study must be treated seriously: it can’t be 
efficiently done if it is only wedged in between games of golf and 
keeping “dates.” One profits in proportion to the effort put forth. 
Without effort and some sacrifices a person will be no better, what- 
ever we tell him about improving his academic status. Many 
students have vague intentions of doing well, feel somewhat down- 
cast when the morning paper reveals only mediocre work, and 
make firm resolves to do better next time. But to achieve a real 
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degree of success one must not only intend to do well, but must 
keep up his work every day and make some sacrifice of pleasant 
diversions to do it. “The wish to learn must be transformed into 
a will to learn.’ Interest will, of course, exercise an effect as a 
powerful incentive to study. One must work where his interest 
lies and if your job is properly chosen you will have interest in 
it. Try to find out more about it, realize its position in the social 
organisation and give your best to it. 

In developing interest there are two main principles. The first 
is that we should get to know something about the subject. Lack 
of interest in students is very often just pure ignorance. The 
interest wanders where the discussion becomes obscure. It is 
important for students to stop at the first obscurity. Foundations 
must be properly laid if interest is to be preserved. You can 
scarcely be uninterested in a thing you know something about. 
Interest will develop in intensity as knowledge grows. Secondly, 
students should do something with or to the thing that has to be 
attended to. You cannot attend to an unchanging stimulus for a 
lengthy period, and if you do manage to attend to it, it loses its 
meaning and the nearer you are to sleep. Something moving in 
a shop window draws a crowd. Provide your mind with the 
activity that holds attention. In your reading adopt an active 
attitude, underline, summarise and make comments and, if your 
subject be mathematical, work examples as you go. If you write 
as you read your mind must be on the job. 

Again, study must be planned to preserve interest and to sustain 
powers of attention. This can be done if the student will remember 
nothing succeeds like success, and will plan so that he can succeed 
all the time, never going on till he has mastered what has gone 
before, never attempting too much. 

Study is a serious business. The place of study is to be selected 
carefully. One does not study sitting with the family around a 
fire with a radio set full on. A straight-backed chair lends more to 
concentration than does a soft, upholstered one. A good light 
lessens fatigue and a tidy table is of great assistance. Distractions 
should be reduced to a minimum; doors closed if necessary; 
a radiator will prevent cold feet from causing you to give up work 
for a walk. These things will assist a thorough concentration, 
which is essential. More will be done in an hour of solid con- 
centration than two of haphazard study. Consider for a minute 
Mursell’s illustration of the advantages of concentration. “Here is 
a politician to whom a number of people are being introduced. 
Watch how he behaves. Each time a person is brought up to 
shake his hand, you would think it was the only thing in the world 
that mattered to him. And for a fact—it is! He has trained 
himself to a point where, for the moment, he simply shuts out 
everything but this one new personality, his .ooks, his peculiarities, 
his remarks, his name, his family connections. And perhaps a 
month later when he meets him on the street he will secure his 
vote by being able to address him by name. What do you do in 
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the same situation? Do you give only half or a quarter of your 
mind to the business? Are your thoughts straying far afield, so 
that the new introduction makes only a tiny surface ripple on your 
consciousness? Then don’t be surprised if you have forgotten 
your man’s name five minutes after hearing it. And above all, 
don’t lay the blame on your having been born with a poor memory 
for names and faces.” 

Most learning, at the higher levels at least, is acquired by reading 
and one or two established principles of reading may be relevant 
here. First scar the whole assignment. Before learning details 
in the reading it is a good idea to skim rapidly over the whole of it, 
so that one can get a bird’s-eye view of what is coming and what 
the chief arguments concern. By reading the titles of the different 
sections one can be prepared to emphasise the important points 
and to develop his thinking along with the author’s. The meaning 
of the parts is illuminated by a grasp of the whole. The preface 
is the author’s attempt to aid the reader in this regard, yet I fear 
it is seldom even glanced at. Reading appears so mechanical a 
thing, so thoroughly well learned, it seems hardly necessary to 
speak of it. Yet many adults have inefficient habits. Many read 
more slowly than necessary. In general the faster you read the 
more you get out of it. Faster reading tends to be more attentive 
to meaning with less attention to the written symbols themselves. 
To master a chapter read it through quickly from beginning to end, 
not worrying about small points and then read it again, marking 
and making notes of main ideas. The student should read again 
his own synopsis in a more active critical fashion. He should think 
of concrete examples of the author’s principles, and thus be enabled 
to judge whether he has really said something or whether he is 
merely talking “moonshine” in very nice language. Remember 
that print is not infallible. The real student has learned to regard 
the written word with as much doubt as he listens to a political 
broadcast. Bias and emotion can be expressed in writing as well 
as in speech. 

The statement that the faster reader generally gets more out of 
it, may sound paradoxical and it may seem even more contradictory 
to deny the slow-but-sure superstition of learning, but this is 
exactly what modern experimentation in educational psychology 
has done. It is rather the reverse statement that is true. The 
person who learns rapidly also retains better. This stands to 
reason: if one has a slow-acting nervous system (and it is the 
nervous system that learns), there seems to be no reason why 
retention should be good when learning is slow. The slow indi- 
vidual is not establishing the material more soundly, it is merely 
taking him longer to reach the same state as the quicker learner 
has reached in a much shorter time. This means that if you are 
able to learn something more rapidly than your friend you will 
also find that you are able to remember it better. Do not mis- 
interpret this to mean that slipshod work is better than careful 
study. Nothing of the sort. The law assumes that both people 
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have assimilated the material equally well though at different rates. 
The fact that you learn faster than your friend means that your 
nervous system allows the material to have more meaning for you 
and so you retain it better. 

The question of meaning is of utmost importance in learning. 
A thing has meaning only so far as it becomes a part of your self, 
so far as it is linked up with old knowledge. Return to Doctor 
Mursell’s politician. “As we have seen he concentrates. But that 
is not the whole story. His concentration has content and point; 
it is not just an affair of staring hard and knitting brows. He 
asks each person a few questions and seems much interested in the 
answers. He looks him full in the face and responds markedly to 
everything he has to say. His whole set is towards making the 
person not just a blur on the retina and a sound in the ears, but 
a focus of meaningful and ramifying experience. He places him 
in a context of ideas and connections and social and family back- 
grounds. He makes him mean something.” Since, then, meaning- 
ful material is both more rapidly learned and more accurately 
retained, it is the job of the learner to see that every part of his 
learning is related to older knowledge, is organised and integrated. 
The obvious advantage of meaning can be easily shown if I but 
name ten nonsense syllables such as: wok, pam, zut, bip, seg, taz, 
vis, lub, mer, yad. I can safely ask that anybody who remembers 
all ten should stand and up and recite them; but if now I again 
read ten syllables but give them meaning such as: The boy hit the 
girl and then ran away—you can all recite that without the 
slightest difficulty despite the fact that I have read them much 
more quickly. Meaning and organisation vastly reduce the amount 
of energy and time required in mcmorising. This means that the 
student who understands thoroughly what he is learning will be 
much better able to reproduce it at examination. This organising 
is the essential of logical memory and in a person of intelligence 
this power is capable of almost unlimited improvement. “If 
material is organised there can be no mental overcrowding—con- 
cepts don’t occupy space.” “If one studies out the whys and 
wherefores of a statistical formula he will always be able to repro- 
duce it, but until he has done that he must go through the laborious 
process of trying to remember what to him are meaningless radical 
signs, squares, plus and minus signs and so on. As one student 
said: “When I started geometry I had a bad time: I just could 
not give proofs on examinations or in class recitations and my 
work was really a flat failure. Suddenly I realised that I had not 
been reading it to understand the reasoning thoroughly. I had 
been reading the propositions and demonstrations, and guess I had 
been more or less saying to myself that it all sounded reasonable, 
and dismissing it with that. Naturally I could not give it back 
later.” 

Recitation is a good test of understanding. You have often heard 
it said that what you cannot explain you do not understand. 
Perhaps you have not found yourself able to agree with that. It 
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does link intelligence closely to language. But language is our most 
common medium of expression and, at least, unless you can 
express them your understanding and thoughts are not service- 
able. Try telling yourself what you have read—make use of recita- 
tion—force yourselves to active recall—that is, do in the learning 
process what you will be required to do at examination—it will be 
much easier then if you do it first now. It is valuable to talk about 
the objects studied, for argument must keep the mind on the 
object. The very effort involved in stating the case goes a con- 
siderable way in clearing up the problems. 

Then, laboratory experiments have shown that material is fixed 
more securely if one practices beyond the point of merely learning 
it. One does not stop learning to skate when he can just navigate 
the length of the ice without falling down, but he keeps on until 
he can skate smoothly and with some speed. Similarly with study- 
ing. If you want to remember the material for an examination 
months hence, you should practice it now until it is well integrated. 
There will then be less loss with lapse of time. Frequent short 
reviews will assist greatly. One will remember not only the major 
points but will refresh details which might otherwise be forgotten. 
Similarly experiments have shown that distributing efforts over 
a number of days brings about learning in less total time than if 
one jams in a lot of work all at once. This means that if a 
chapter needs to be read three times to learn it, then, this is better 
done on three successive days than three times in the one evening. 
Furthermore, a month from now the material will be better 
remembered if learning is spaced. 

Finally, just a word regarding mnemonics or tricks of memoris- 
ing rote or disconnected material. The basis of any such device 
lies in finding something meaningful, something already known 
and easy to remember with which the rote material can be associ- 
ated. For example, if the number of your friend’s house is 1369 
you may remember it easily if you realise it is a square of 37. 
Again you can easily remember the height of Mt. Fujiyama is 
12,365 feet if you notice that 12 is the number of months in the 
year and 365 the number of days. Orators have been known to 
recall points of their speeches by fixing each point in a different 
part of the hall. Mursell says, “I know of a student who once 
carried this trick scheme to the limit. He developed a keyword 
which was supposed to remind him of the content of each para- 
graph of all the books he had to study. Then he combined them 
and got a keyword for each chapter. Then he combined them 
still further and got a key jingle for each book. Then on the 
examination day he confused them all, and couldn’t recall which 
jingle applied to which book! How much better if he had treated 
himself like a reasoning and thinking being and mastered the stuff 
directly. You cannot become a good runner by using crutches. 
You cannot become a good learner by using mechanical tricks.” 
The value of these tricks is not so much in the apparent methods, 
as in the fact that actively manipulating the material is of value 
like that obtained through recitation. 
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Very briefly I have now sketched the forces underlying study, 
the second important group of determinants of proficiency in any 
profession. There are other determinants : perhaps the greatest group 
of them may be styled Personal Physical Efficiency. That, how- 
ever, for the time being at least, is well left to the hygienist to 
discuss. But, if I may, I will trespass on his field to the extent 
of passing on to those of you who still have examinations to pass, 
one word of advice. If one sits up half the night cramming for 
a test, he is in no fit condition to take it. No one trains for a 
football match by running around the track all the night before. 
The good student prefers to get plenty of sleep and fresh air. 
If you know anything at all and go into the test with your head 
clear you are half way through it already. 

For some of you, perhaps, examination days are over; you no 
longer have that incentive driving you to a work you do not enjoy. 
For you what I have said concerning choice of vocation and the 
drive of interest has probably been doubly apt. You are in a 
position to know the facts at first hand. You are in a position also 
to appreciate an institute of such a nature as this which offers you 
the opportunity of maintaining a proficiency already acquired. Ina 
world so full of possibilities for progress, none of us can afford to 
withhold our support from a body which brings modern thought 
within easy reach of the people. 

We, as members of the younger generation, are recipients of a 
heritage of intellectual curiosity which has lifted the modern Euro- 
pean and American mind out of the rut of civilisation. This heri- 
tage is thrown into sharp relief by quotation of part of a letter 
from a Turkish official to an English seeker after statistical infor- 
mation. The letter was originally presented by Sir A. Layard, but 
has been often quoted by psychologists. The Turkish official says: 

“The thing you ask of me is both difficult and useless. Although I have 
passed all my days in this place, I have neither counted the houses nor 
inquired into the number of inhabitants; and as to what one person loads 
on his mules and another stows away in the bottom of his ships, that is 
no business of mine. But, above all, as to the previous history of this city, 
God only knows the amount of dirt and confusion that the infidels may have 
eaten before the coming of the sword of Islam. It were unprofitable for us 
to inquire into it. O my soul! O my lamb! seek not after the things which 
concern thee not.... Listen O my son! There is no wisdom equal unto 
the belief in God. ... Shall we say, Behold this star spinneth round that 
star, and this other star with a tail goeth and cometh in so many years! 
Let it go! He from whose hand it came will guide and direct it.” 

Such mental apathy is little short of insanity. Proficiency 
whether collective or individual cannot be maintained unless some- 
thing is done about it. It is common knowledge hardly worth 
mentioning that human faculties, physical or mental, atrophy if not 
continually exercised. You cannot expect to remain au fait 
with all the principles of accountancy or anything else, if, with a 
self-satisfied air, you cease work and lose interest after attaining 
preliminary qualifications. A few words might be devoted to the 
fact of forgetting. No sooner is a thing learned than we proceed 
to forget. It is indeed necessary to forget the great majority of 
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experiences otherwise our minds would be encumbered with much 
useless lumber. Until an appointment has been kept it is useful 
to remember the time and place, but thereafter the interests of 
mental economy are best served by forgetting them. Unfortunately 
however, we do not only forget material that has served its pur- 
pose. Whatever is an aid to memory must of necessity be a 
preventative of forgetting, but one further fact concerning forget- 
ting is worthy of brief mention. Forgetting is most rapid immedi- 
ately after the learning. The moral is that revision should not be 
unduly delayed. The professional should continually keep in touch 
with his profession and not wait till he feels he is out of date and 
then attempt to revise. Refresher courses should be a regular 
provision of every professional organisation. Keeping your body 
of knowledge alive is far easier than a belated resuscitation. A life 
job must be a life interest and a life study. Upon young men 
intellectually active must devolve the responsibility of maintaining 
intact the intellectual heritage that is being passed on to them. 


Mr. S. W. Griffith, State President, in moving a vote of thanks, 
said that he felt that he would fail adequately to express his 
appreciation of Mr. Gibb’s address on the score of efficiency. One 
point which greatly intrigued him was the classification of man into 
the introvert, the extravert and the ambivert. What worried him 
was the fellow who did not fall into any particular section. At the 
same time, he was obsessed with the idea that, while he was 
attempting to express his appreciation of Mr. Gibb’s remarks, 
that gentleman, doubtless, was analysing him (the speaker) from 
the psychological standpoint—and he wondered whether he would 
measure up to the requirements of the typical accountant as shown 
on the psychogram. He had been particularly impressed by Mr. 
Gibb’s reference to the processes of study, which he thought would 
be of great benefit to those present. The concluding portion of 
the lecture should, in his opinion, be printed and circulated through- 
out the length and breadth of the Institute as an indication of the 
proper methods of study. 

Supporting the vote of thanks—which was carried by acclama- 
tion—Mr. J. W. Newington expressed his admiration of the 
address as a whole but joined issue with the lecturer on the point 
of the salesman’s psychogram. What the psychologist had done 
was to correlate certain frequently occurring features and endeavour 
to average them. Possibly, Mr. Gibb would not assert that the 
graph adequately covered every type of salesman—at any rate, he 
hoped not. For example, in the psychogram, mechanics was placed 
at a comparatively low level; but if a man were selling mechanical 
contrivances, he would surely need a high measure of mechanical 
knowledge. In the engaging of staff many mistakes occurred and 
much expense incurred before the error could be rectified; but if 
it were possible by the aid of psychological tests to say whether 
an applicant for a position could subscribe to certain defined 
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determinants, then it would be wise to employ such and save the 
prospect of future trouble. It was all very well to say that a 
salesman must possess personality, have a gift of language and be 
an extravert; but in his opinion he must also possess interest. 
For instance, he (the speaker) would not like to go out and try to 
sell a piece of land—he was not particularly interested in that—but 
others could. A salesman should also know something of the 
psychology of the fellow to whom he is selling. Four men might 
purchase an article from four varying motives; and the salesman 
must be prepared to vary his sales argument accordingly. 

Concluding, Mr. Newington pointed out that the modern concep- 
tion of selling was much broader than hitherto. Everyone had 
something to sell; for example, the clerk sold his services. 

Acknowledging the vote of thanks, Mr. Gibb said that he was 
glad that the two previous speakers had fastened on the point of 
personality. That, he admitted, constituted the biggest problem 
which confronted the psychologist—and it still remained to be 
solved. They could not say with accuracy of what it consisted; 
but he anticipated that within a few years they would be in a posi- 
tion to be much more definite on the point. 

With regard to Mr. Newington’s criticism of the salesman’s 
psychogram, of course, it represented an average; but it was an 
average obtained as the result of a long series of testing. The 
salesman who afterwards developed into the executive or adminis- 
trator would obviously deviate from the psychogram. 





Examination Problems on Executorship Accounts 


By O. R. MacDoNnALb, A.I1.C.A. 





It is generally found that the most difficult problems for an 
accountancy student to work out in the examination room are those 
dealing with executorship accounts. This is due mainly to two 
causes: firstly, to an insufficient understanding of the basic prin- 
ciples underlying the keeping of these accounts; and, secondly, to 
the lack of a systematic method of approach to the answering of the 
problems. Many students, although they possess a sound know- 
ledge of the principles of the various classes of accounts, lose many 
marks when faced with an examination paper because they forget 
certain rules, and because they fail to notice the special points 
involved in the questions. In this article, the principles of execu- 
torship accounts will be touched on lightly, and then several hints 
with regard to the answering of this type of examination problem 
will be given. 

Principles of Executorship Accounts 


It is the duty of the executor (or the administrator, as the case 
may be) to keep proper accounts to record the assets and liabilities 
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of the deceased and the transactions in connection therewith. Where 
the estate is bequeathed unconditionally to certain beneficiaries, and 
is to be distributed as soon as possible after the date of death, there 
should be no great difficulty with regard to the accounts. It is 
where the property is left to one person, for the life of that person, 
with remainder over to others, that complications arise, and, as the 
majority of examination questions on executorship accounts deals 
with this particular phase of the subject, it is towards the answer- 
ing of such questions that this article is chiefly directed. 

The main point to be remembered is that there are two separate 
and distinct classes of beneficiaries, each class possessing different 
claims over the estate. The remaindermen are entitled to the capital 
—the net assets left by the deceased as augmented by capital profits 
and as depleted by capital losses and expenditure—whilst the life 
tenants are entitled to the income—i.e., the net income earned by 
the assets of the estate after the date of death of the testator. Cer- 
tain rules have been laid down by various decisions of the Court 
as to what shall constitute income and what shall constitute capital 
in certain circumstances. It is the duty of the executor to see that 
these rules are closely followed; on him devolves the task of seeing 
that each beneficiary receives exactly what he or she is entitled to, 
and no more. 

If this fact (that there are two different classes of rights over 
the assets of the estate) is borne in mind, the necessity for devising 
the accounts so that all transactions relating to capital are separated 
from those relating to income will be readily appreciated. 


Method of Approach to Answer 

1. Read carefully through the question to see what the examiner 
requires of you. 

2. Read through the question once again, this time noting down 
any point which occurs to you, and marking any transaction which 
requires, or might require, further investigation. Students are 
expected to know the effect of certain decisions of the Courts. 
These decisions deal in particular with certain classes of assets, 
e.g., mortgages, bonds, cumulative preference shares, leasehold 
properties, annuities, mortgaged properties, etc. Therefore, when 
reading through the question this second time, mark all such assets 
for further investigation. 

3. Make a note of any other point arising out of the problem. 
For instance, if there should appear to be any ambiguity in the 
wording, mark the question so that you will remember to add a 
note to your answer telling the examiner the course you have 
adopted and your reasons for taking that course. 

4. As to whether the problem should first of all be worked out 
roughly in pencil, and then copied in ink, is a matter for each par- 
ticular candidate to determine for himself. A preliminary working 
out of a tricky question is certainly very desirable, as any error 
which is noticed during the working may then be promptly cor- 
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rected without detracting from the neatness of the answers sent in 
to the examiner. In any event, a working sheet, in the form of a 
diary of receipts and expenditure, is essential for answering many 
executorship problems. 


5. As many candidates lose marks because of omissions and 
careless mistakes, it might be of benefit to enlarge upon the uses and 
advantages of this working sheet. It should not be necessary to 
spend valuable time in preparing an elaborate working sheet. So 
long as the requisite information is set down in a fairly clear man- 
ner, it will have served its purpose. Abbreviations should be used 
wherever possible. The following illustration, in which is set out 
a simple executorship problem, shows the use and the importance 
of this working sheet. From the information contained thereon, the 
cash book can be quickly, correctly, and neatly written up. 


Example: 


Question: A. died on May 31, 1936, bequeathing his property to 
B. for life, and upon B.’s death to C. absolutely. The assets con- 
sist of : 


Cash at Bank . i, i ee er 
Life Policies and Bonuses . Ee ee ee ee 
Commonwealth Bonds, 1944, 4%, Interest pay- 

able June 15 and December 15... .. .. .. .. 2000 
Leasehold Property . tl he cen ke 


Loan on Mortgage, J. ‘Brown— 
Interest 8%, payable March 31 and 
ee ae ee 
Interest ov erdue and ‘accrued . ee 64 


—— 1264 


The life policies are received on July 15; the leasehold property 
is sold on December 15 for £2,100; on September 30, no interest 
having been received from J. Brown, the trustee enters into posses- 
sion and sells the property for £1,000; the Commonwealth Bonds 
are sold on May 10, 1937, for £2,030. 


Write up the estate cash book for the year ending May 31, 1937, 
assuming that no other transactions have taken place. 


W orking Sheet 





Date Item Amount Remarks 
1936 
J Cash at Bank .. .. £100 Corpus. 
June 15—Interest, Bonds .. 40 Apportion 167 days Cor- 
pus, 15 Income. 
Note.— Assumed face 


value £2,000. 
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July 15—Life Policies .. .. 2500 Corpus. 

Sept. 30—Mortgage, J. Brown 1000 Note loss on sale of mort- 
gaged property. Cor- 
pus receives 


2 
a of £1,000. 


Income receives 
= f £1,000 
ee 
Dec. 15—Interest, Bonds .. 40 Income. 


15—Leasehold Property 2100 Income.—Interest from 
31/5/36 to 31/12/36 


on £2,100. 
Note—Assumed at 4% 
p.a. 
1937 
May 10—Bonds .. .. .. .. 2030 Income.—146 days’ in- 
terest. 
£7810 Total Receipts. 


Note.—For the purpose of illustration, the specimen working 
sheet has been made as full as possible, but it would be a waste of 
time to set out the details as fully when working out an examina- 
tion problem. It may be considerably abbreviated. 
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